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European Union 


By R. F. Harrod 


political. The countries in the group have certain com- 

mon purposes and are confronted with common dangers. 
They cannot rule out of mind the possible encroachment of 
the Police State, a form of organization inconsistent, not only 
with their liberties, but with many other features of the 
civilization which they inherit and share, and seek to improve 
and enrich. There is no need to exaggerate the danger. There 
is no need to give up hope that it will in due course fade and 
disappear. But even if they accept an optimistic estimate of 
the improbability of encroachment, its consequences would be 
so calamitous for them that the bare possibility should stimu- 
late them to the utmost vigilance and to resolute action. This 
should mean pooling ideas, plans, and resources. It should 
mean common agencies and organizations. 

What follows is concerned with the economic, not the 
political, side of the Union. But, since there are certain 
features in the political problem which provide pointers to 
the appropriate economic arrangements, it may be well to 
dwell briefly on the former. 

One might think of preparedness against a common 
danger in terms of a close alliance. This concept is a trifle 
old-fashioned in relation to the present situation. In modern 
war there has evolved a form of effort which we know as 
“total war.” This total war makes it incumbent upon allies 
to do something more than operate armed forces on a joint 
strategy loosely conceived, with a general officer put in com- 
mand of allied forces only rarely on the occasion of a battle. 
It requires a much closer integration of effort, with Combined 
Chiefs of Staff, Combined Supply Boards, etc. In peace, 
there is, analogous to total war, what we may call “ total 
diplomacy.” The diplomatic effort goes beyond negotiations 
between professionals. The effort to achieve the national 
objective becomes all pervasive. The “‘ war of nerves” is but 
one symptom of “ total diplomacy.” To meet this, countries 


T va primary impetus to European Union is undoubtedly 





potentially threatened must have an instrument for integrat. 
ing their resisting power more thoroughly than could be done 
by an alliance in the old sense. The instrument is Union. The 
forms of the agencies or organizations required to implement 
this Union must be shaped by reference to the common 
objective and cannot be laid down in advance. The inventive 
resources of the human mind must be drawn upon; it isa 
question of creating something new, not of looking up the 
textbooks of constitutional law to find a suitable pattern. On 
this occasion, it would be unwise to propose that the statesof 
Europe should form a federation, if by this is meant a political 
organization having legislative and executive powers compar. 
able with those of historic federations. 

The situation to-day is novel in many respects and there 
is no a priori reason for supposing that old forms are well 
adapted to it. At the outset the objective of European Union 

ould be specific and precise. In the past, units grouping 
themselves federally have wished to throw in their lot with 
one another in a common effort to achieve together on similar 
lines the general aims of government and society. It is by no 
means clear that a general pooling of this sort would be for 
the good of Europe, and it is clear that there are many who 
ould not wish for it. 
en If an attempt were made to write a federal constitution 
‘for Europe, it would at once appear that there were numerous 
| points at which opinions meg clash violently, and appalling 
difficulties would be encountered. The inauguration of 
federal arrangements would have no relation to the immediate 
danger and objective; it would raise a host of obdurate, and 
— insoluble, problems which would merely add to the 
urdens of poor distracted Europe ; such frictions, artificially 
and unnecessarily created, would be a further source of weak- 
ness. If such arrangements are ever desirable, the whole of 
future time still lies before us. 

Even if the federation could be carried through smoothly, 
many would deeply regret it. It would introduce too great a 
uniformity. Europe thrives on diversity and the variety of 
national customs and institutions. We do not want these 
ironed out. The example of the United States of America ss 
cited ; it is no doubt true that there are far greater differences 
between the constituent parts of that great union than most 
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Europeans appreciate ; none the less, there is more uniformity 
there in matters economic, political and ideological than we 
want to have in Europe. To iron out the diversities of Europe 
would be to give up in advance the fight for keeping her 
peculiar civilization alive. 

The Union is required to perform functions, in relation 
to the immediate objective, which are of a new kind. It is not 
required to take over all or any of the various functions now 
performed by the several Governments of Europe. Just as the 
proper notion of economic planning by a Government is the 
doing of certain things which are beyond the powers of 
individual citizens or companies to do unaided, and not 
taking over and doing what enterprise is already doing, so in 
the case of the Union. It should be assigned functions - 
which do not now belong to anyone. 

All this is true in the economic field. It may even be that 
those responsible for economic matters can give an example to 
those concerned with purely political problems. In economics 
it is pre-eminently true that there are certain functions available 
for a superior agency which do not imply depriving those 
already existing of any functions. Just as it would be unwise 
on the political side to think of the Union in terms of a textbook 
federation, so equally would it be a bad start in the development 
of an economic union to look up old economic texts, and, 
finding there such traditional devices as the “* customs union,” 
to seek to begin with them. 

In the economic sphere there is rather a sharp division 
between the short period and the long period problems. We 
need immediate action in regard to the former and consideration 
and study in regard to the latter. The former are related to 
the immediate political objective by reason of the fact that we 
need to revive with the utmost speed the economic strength 
of the countries concerned. That objective, clear in idea, but 
vague in relation to an agenda of definite measures, can, in 
the present situation, be narrowed down. There is a common 
distemper in the countries concerned, which touches all aspects 
of economic life and cries for remedy. The symptom most 
palpable to ordinary citizens is the adverse balance of forei 
payments, especially the adverse balance against the dollar 
area, which may be called the insolvency of Europe. Almost 
equally palpable is the progressive rise in the cost of living, 
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with wages chasing prices, in some countries in vain. Aj 
these are aspects of inflationary pressure. By pooling ides 
and problems, the nations of Europe should be able to cup 
this distemper much more easily than they could by they 
unaided separate efforts. 

Before looking at this more closely, it may be well t 
re-afirm the principles of British international economi 
policy. The main basis of British policy must be clog 
co-operation with the United States. is is generally agreed 
in principle, but has been imperfectly achieved in practice, 
First priority must be given to the requirements of this polig 
and nothing must be allowed to conflict with it. It does not 
damage, but on the contrary, serves to promote, the interests 
of the countries of Europe. If the United States and Britay 
have the same aims in the matter of world economic equilibrium 
and agreement upon the principal methods of achievigg 
those aims, then progress is possible not only for these tw 
nations, but for the world as a whole. If they are at odds ix 
their aims or, having common aims, are at odds in the methods 
by which they should be achieved, then it is quite certain thi 
the economic disorders of the world will continue, and 
European Union will prove a mere bauble. This clos 
co-operation is not only desirable, but possible, owing to the 
fact that those who guide informed opinion and general opinio: 
on economic matters in the two countries share this bask 
conviction—which is not in common currency everywhere- 
that the economic interests of nations are fundamentally i 
harmony and what benefits the part tends to benefit the whol. 
This is the philosophy of Adam Smith, which, in its broadest 
outline, remains intact in the two countries, British socialism 
being, still, closer to that tradition than to the tradition, 
whether of Marx or the Nazis, which sees economic claims 4 
essentially containing the seeds of conflict. By harmonious 
collaboration, the two countries can do much to create a stable 
and prosperous world; there is no other way to this happy 
outcome. 

The next principle of British policy is the maintenance d 
economic harmony within the Commonwealth and Empire. 
Superficial minds have recently endeavoured to present thes 
two principles of policy as opposed. They have always, 
their armoury of arguments, the instance of American dislike 
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of Imperial Preference, born partly of age-old historic Causes 
and partly of the special conditions which surrounded the 
Ottawa Agreements. No doubt there is matter for friction 
here but, in the setting of the world economic problems of 
to-day, this subject of difference is relatively small, and it can 
undoubtedly be ironed out by goodwill and honourable dealing. 
On the other side must be set the fact that the continued adhesion 
of Canada to the economic constellation of the Commonwealth 
and Empire is entirely dependent on Anglo-American accord. 
And if that accord were seriously disrupted, South Africa 
would soon pass out of the British orbit. This would leave an 
attenuated Commonwealth. Thus the policies of close Anglo- 
American accord and the maintenance of harmonious economic 
relations in the Commonwealth are interlocked. Then, it 
must be said that should differences arise between the United 
States and Britain and our relations degenerate into those of 
economic warfare, the position of the dependent Empire would 
become precarious. If sharp differences with the United States 
were added to our present protracted weakness, it might be 
very difficult to keep a dependent British Empire in being. 
Such things can come toanend. The day and hour and manner 
of their passing cannot be predicted. It is surely plain that a 
weak British Empire in disaccord with the United States is 
not a viable entity. 

Thus there is no conflict between an American policy and 
a Commonwealth and Empire policy; on the contrary, the 
maintenance of such a great world grouping with harmonious 
mutual arrangements is the best hope for the future both of 
Britain and of free countries outside the grouping. We must 
always have this in mind in considering projects for a European 
Union. There need be no conflict, provided that the objectives 
and methods of the Union are wisely devized. 

Closely connected with the two principles stated is loyal ° 
adhesion to the great international bodies and to their principles 
—to the International Monetary Fund, the International Bank 
and the International Trade Organization. While these are 
world-wide in their ambit, they stem directly from the thoughts 
and plans of the Americans and the British, with the Dominions 
called into close consultation. These international bodies are 
our own progeny, and we must at no point neglect their 
interests. To devize European arrangements in conflict 
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with them would be short-sighted, both for us and fy 
Europe. 

It is into this framework that the European Union has to be 
fitted. Such a Union dealing on a regional basis with certaip 
specific common problems, does not jar with the ideas and aims 
of the world-embracing institutions. It is necessary to look at 
the short run problems and the longer run problems separately, 

It is the aim of the International Monetary Fund that the 
currencies of the member nations should be convertible and, 
subject to allowed adjustment, stable. European nations in the 
main regard themselves as far removed from a condition in 
which convertibility can be established. This is a common 
problem. And a common feature is the weakness of all these 
, currencies as against the dollar. If an Economic Council were 
established by the Union, the currency question would clearly 
be high on its agenda. Conformably with the obligations of 
the countries to the International Monetary Fund, it should 
make full dollar convertibility its ideal. Can this aim be 
achieved more quickly if the nations of Europe look at the 
difficulties on the path together? Can they help each other 
along the path? Can they seek progress by stages? In 
‘crs would it not be helpful to establish complete multi- 

aterality in their mutual currency relations? At present 
Europe is a network of bilateral agreements. Bilateral 
agreements should be regarded as an anomaly in a Union. 
Would it not be possible to establish not only a full mult- 
lateral clearing but complete convertibility within the ambit of 
the clearing? This should not be regarded as discriminatory, 
since the arrangement would be governed by the condition, 
common to the members, of being in deficit against the dollar 
area. The proposal for a limited area of convertibility seems 
sound, so long as it is recognized as being a stage towards full 
dollar-convertibility. With Britain as a hinge, the Union area 
of convertibility could be connected with the sterling area. On 
the road of progress towards the ultimate objective, might not 
countries with a surplus at the clearing be assigned a proportion 
of their balance in dollars? This would be an incentive to them 
not to divert their trade away from their fellow members of the 
Union. If the British export drive meets with success in the 
near future, her exporters will be under official pressure to 
divert their efforts away from European countries whose 
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currencies are markedly soft. But the countries of Europe need 
each others’ goods. It will not make for European strength if 
they seek, subject to their commitments under the Marshall 
Plan, to divert an ever growing proportion of their exports away 
from their fellow European countries. If a country in balance 
could demand some proportion of its surplus in dollars, the 
obligation to provide dollars should not fall on any particular 
country, but on the deficit countries generally. Full multi- 
laterality would thereby be preserved. The proportion of the 
balance made available as dollars could be made to rise gradually, 
as recovery proceeded, towards the final limit of full converti- 
bility. At that point the countries would all be in a position to 
discharge their obligations to the International Monetary Fund 
in full, and the need for a European clearing be terminated. Not 
the need for a European Union! For when the short period 
problems are settled, there will be a sufficiency of long period 
problems to take their place. 

In these days the Governments of Europe proceed from 
crisis to crisis in their economic affairs. A difficulty looms 
onto the horizon and is considered for a time; and then the 
moment comes, sometimes with unexpected suddenness, when 
action has to be taken. There may be imperative reasons for 
action which is unneighbourly. It should be a rule that as 
soon as it appears to the planning staff or to the economic depart- 
ments of a nation that a difficulty pressing upon them is likely 
sooner or later to make unneighbourly action inevitable— 
exchange adjustment, the imposition of a new import prohibi- 
tion, etc.—the matter should be referred to the Economic 
Council of Europe. The Council should be taken fully into 
the confidence of the member nations. That would be the 
test of whether the various Powers had their hearts in the 
Union, or were merely regarding it as another series of 
committees, to which delegates had, as a matter of form, to be 
sent. The nation contemplating unneighbourly action should 
explain fully the difficulties prompting it to that course. It 
would be for the Council to keep itself continuously apprised 
of the specific problems worrying the planning staffs of each of 
the several member countries ; at the onset of a new difficulty 
it should strive to formulate an alternative proposal which, 
while meeting the difficulty, would not necessitate unneigh- 
bourly action. 
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There is no doubt that in the present clogged condition 
of the European economies, with much detailed planning stil 
present, administrations are far more concerned with specifi 
ad hoc difficulties, which keep cropping up, than with generd 
principles. If the Union and its Economic Council are to be 
genuinely helpful they must enter deeply into these specifi 
ad hoc problems. Only so can the Union help Europe economic. 
ally here and now, and thus serve the political aim of a 
revival of strength. The devizing of formulae regarding tari 
arrangements should come much later. Of course the Economic 
Council must itself be guided by principle in the recommend: 
tions it sends back to the member Governments. The 
principles in this case would be (1) that unneighbourly action 
must be avoided if possible and (2) that measures which have 
to be taken should be as consonant as possible with a genera 
movement towards full compliance with the principles of the 
International Monetary Fund and the International Trade 
Organization. In this interim period, the Economic Council 
should be regarded primarily as an aid to the member countries 
towards becoming full participants and members of the larger 
world institutions. 

The charter of the International Trade Organization makes 
a concession in Article 23 to members to whom “ the aftermath 
of the War has brought difficult problems of economic adjust- 
ment which do not permit the immediate full achievement of 
non-discriminatory administration of quantitative restrictions.” 
Would it not be desirable for the countries of Europe to take 
‘ full advantage of this article? Under the aegis of an Economic 
Council, could we not have a really heroic attack upon intra- 
European quotas and licences and get a fairly free movement of 
trade within the Union, subject to existing tariffs? This might 
greatly enlarge the flow of beneficial trade in Europe at once. 
On the one side, it would make processed materials in short 
supply available at the points of greatest need ; on the other, it 
would enable producers to plan better production runs, and 
thus reduce costs, by giving them assurance that they would 
have access to the market of all member nations of the Union, 
free of import quota or licence. Such a reduction in costs 
would serve to strengthen the economies of the countries and 
release resources for other much needed work in hand. Here 
again, the waiving of quantitative and other direct restrictions 
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as against other European nations should be regarded as a 
prelude to the general waiving of quantitative restrictions, 
which should occur as soon as the nations have raised themselves 
out of their present position of grave disequilibrium vis-d-vis 
the dollar. 

These are questions concerning the mutual economic 
relations of countries which might become members of the 
Union. But this idea of a Union should also imply a mutual 
interest in internal domestic policies; much could be done 
without undue meddlesomeness or sacrifice of sovereignty. 
Nations might be persuaded not to look askance at the prospect 
of this mutual interest in domestic matters, if only they could ° 
be persuaded to recognize at the outset that the primary 
project for consideration during the first phase was inflation 
and the adverse balance. The whole area is in an inflationary 
condition ; budget expenditures and capital outlays should be 
restricted, and the incentives to saving revived. In due course, 
and without too much delay, the problem of capital outlay 
should be faced squarely by the nations of Europe. Miscon- 
ceptions and illusions in regard to this are not confined to 
Britain. Belgium has, indeed, given the lead in a sane policy. 
The trouble is that amiable and enlightened persons who 
concern themselves with European Union tend to be enthusi- 
asts ; enthusiasm in a good cause is very much to be welcomed 
in these days. These temperamental enthusiasts are by nature 
inclined to fall victim to such a slogan as the “ radical re- 
equipment of European industry.” That slogan may well 
seem, in historic retrospect, to have been the largest cause of 
all of our present troubles. Indeed, our best hope for an early 
recovery may lie precisely in this, that what is actually done 
in such a country as France may depend more on hard-headed 
realists than on the champions of re-equipment. The French 
have the reputation for being rather careful with their money. 
Since the War, the French have had capital work, such as the 
rebuilding of bridges, of unimpugnable priority. May it not 
be that French carefulness will save them from indulgence in 
less essential outlays in the years immediately ahead? If this 
happens, France may become solvent before Britain. 

If the problem of inflation was referred, as first item on 
the agenda, to an Economic Council of Europe, economic 
logic would compel it to look at this question of capital outlay 
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and to reach conclusions which would modify prevailing 
trends. 
a * * 

It is necessary to consider the longer term items of 
economic policy for a European Union. 

The question of currency naturally has first place. The 
economic section at the recent — at the Hague put “ the 
unification of currencies’’ as an “ ultimate objective.” But 
what is a “ unification of currencies”? It is not surely a 
question of abolishing the old historic names. In the true 
. economic sense, a gold standard provides a unified currency 
for all nations which adopt it. The gold standard presumably 
was not meant; and surely something better is possible. 

I suggest that what this phrase should mean for the Union 
is that its members have well-managed, stable, and mutually 
interchangeable currencies. But this is precisely the problem 
that was worked out in preparation for the meeting at Bretton 
Woods. The best thought was applied to the matter there. 
Can the tired mind of Europe better it now? I do not think 
so. At Bretton Woods, it was decided that for each national 
area to have a currency with an adjustable rate of exchange was 
more convenient, more scientific and likely on balance to lead 
to greater stability than the rigidity of the old-fashioned gold 
standard. Has there been a development of theory or practice 
which would make us wish to go back on this? It might, of 
course, be ed that the Bretton Woods settlement was 
consistent with the whole Union having a single currency, 
which could itself be adjusted from time to time vis-d-vis gold, 
the dollar, or the currency of any other external bloc. But I 
suggest that the arguments in favour of flexibility apply to the 
several parts of the Union. We are not likely, nor would it 
be desirable, to get such complete integration of politics 
and economics throughout the Union as to obviate those 
causes which would make intra-Union flexibility desirable. 
At the brief week-end at the Hague, economic thinking natur- 
ally did not reach a high pitch of subtlety. I suggest that the 
Bretton Woods solution might be deemed to hold the field, 
and that the “ ultimate objective ”’ of a “ unification of curren- 
cies ” will be achieved when the member nations find them- 
selves able to implement their Bretton Woods obligations in 
full. Further currency reforms may be carried out through 
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the machinery of the International Monetary Fund. It might 
be useful, however, should one or other of the nations of 
Europe get into monetary difficulties, or should they be faced 
with the problems involved by the dollar being declared a 
scarce currency in the International Monetary Fund, that 
there should be machinery of consultation within the Union 
for the sake of mutual assistance or concerted measures to 
meet the difficulty. 

Of greater moment and réclame is the proposal for a- 
“Customs Union.” This project, with its historic ym scone 
tends to excite interest, although it is not in the forefront of 
what economists have been thinking in relation to modern 
economic ills. The project, however, must certainly be care- 
fully considered, and, if wisely adapted, might be productive 
of very great benefit. None the less, it must be frankly stated 
at the outset that a Customs Union in the traditional meaning 
of an area with no internal tariff obstructions and one identical , 
tariff wall against all those outside the area, would be unaccept- 
able to Britain. The difficulties are insuperable, and wishful 
thinking which hopes to overcome them is doomed to dis- 
appointment. 

In the first place, Britain will not consent to differentiate 
against the produce of the Commonwealth and Empire. There 
are nations in Europe who would refuse to allow produce of 
the British Commonwealth and Empire in duty free. Even if 
the project for a Customs Union were modified to allow low 
maximum rates of duty as between the countries of Europe, 
the same argument would apply. Britain would refuse to 
impose a higher rate on the Commonwealth and Empire 
produce, and some nations of Europe would refuse to allow 
this produce in at the low intra-European rates. 

It might be argued that the nations of Europe should be 
pressed to accept the Commonwealth and Empire as, for this 
tariff purpose, part of the Union. It might be represented to 
them that the great advantages they gained would make it 
worth while to let in Commonwealth and Empire produce duty 
free or at the low maximum rates. It is hardly likely that they 
would be persuaded ; but, even if they were, there would be a fatal 
objection on the side of the Dominions. They will not allow 
European manufactures in duty free or at the low maximum rates. 
These are stark facts, and it is idle to waste words upon them. 
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Further, in this connection, it is necessary to conside 
the position of the United States. Britain has solemnly boung 
herself, several times over, not to increase the margin of 
Imperial Preference against American goods. She cannot just 
forget these obligations. Nor would it be in her interest tp 
do so. An old-fashioned customs union (or preference union) 
would place her in an impossible situation. So as not to 
discriminate against Commonwealth and Empire goods com. 

ared with European goods, she would have to bring rates on the 
er into line with those of the latter. So as not to increase 

the Imperial Preference margin against the United States, 
she would have to maintain low duties against United States 
goods. With a customs union in the old-fashioned sense, 
the European countries would have to have like duties against 
American goods; but they would not consent to this. “Ths 
Britain would be under the strongest pressure to discriminate 
adversely against the Commonwealth and Empire. Her 
European neighbours would not consent to a reduction on 
American goods ; without such reduction she could not reduce 
on Commonwealth and Empire goods, unless she violated her 
ledges; and so she would be under extreme pressure to 
e higher duties on Commonwealth and Empire goods— 
wee substantially higher—than on European goods, 
urthermore, it is clearly not in the long run interest of the 
te gee requirements of British industry that Britain 
should be compelled to discriminate at a high rate against 
American equipment compared with, say, German equipment. 

There has been some loose argument in regard to a 
alleged change of attitude in the United States towards a 
European Preferential Union. On the whole, the Americans 
have shown themselves anxious that Europe should get 
together. It has been explained to them that the immediate 
introduction of a Customs Union is not practicable, but that a 
rg union as an initial step in that direction might be 

neficial. Accordingly, a disposition to waive her strict 
doctrine of non-discrimination has been hailed as a helpful 
change in relation to the inauguration of a European Pre- 
ferential Union. It is necessary for the British to beware. 
We must not suppose that this change, which springs out of a 
reasonable desire to do all that is possible to encourage 
European unity, implies any change of attitude to Impe 
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Preference. Why should it? What has Imperial Preference 
todo with European unity? The British may argue: here is a 
Commonwealth and Empire, and would it not be a pleasant 
thing to bring this in as an attachment to the European Union ? 
But this is an exclusively British point of view. If Europe 
begins to think beyond its regional sphere and contemplates 
having so great an economic area as the British Commonwealth 
and Empire as an attachment to it, the Americans might ask 
why the United States should not equally well be such an 
attachment. Once you go outside the European region, of 
which Britain indeed may be reckoned as a part, you raise 
lager questions. A Preferential Union consisting of the 
nations of Europe and the British Commonwealth and Empire 
would look uncommonly like a line-up against America. It is 
quite certain that this is not what the Americans, who are 
softening in favour of a European Preference Union, have in 
mind. It does not at all follow that because for the sake of 
European unity the Americans might agree to the French 
discriminating in favour of Belgian goods against American 
goods, that they would favour Britain enlarging the dis- 
crimination in favour of Commonwealth and Empire grain 
or sugar against American or Cuban grain or sugar. It is 
not only that it is not at all likely that the Americans would 
adapt their thinking in this way, but it is most unreasonable to 
expect that they should. The idea of having Europe and the 
British Commonwealth and Empire in one large Preferential 
Union resembles the policy of a third economic bloc. That is 
diametrically opposed to American foreign policy; and it 
should be to ours. 

These difficulties, insuperable in themselves, might be 
overcome by a somewhat different arrangement. There is the 
idea of a Free Trade area, viz. one within which the member ° 
nations would have not duties against one another, but in 
which each nation would have autonomy as regards the tariff it 
imposed on goods coming from outside the Union. The same 
line of thought may be applied if the area is not one of com- 
pletely free trade, but has internal tariff walls of low maximum 
amounts (a preferential area). This autonomy would give 
Britain the right to let in Commonwealth and Empire produce 

€, or, in the case of a preferential union, at the intra- 
European rates or below them. It would also give her the 
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right to reduce her duties on American produce corres. 
pondingly, without entering into a controversy with he 
European neighbours. The question of Dominion duties o 
European manufactures would not arise. So far, so good. 

It will at once occur that the project thus stated is not 
practicable. Commonwealth produce might evade the French 
duty via Britain. In the case of much produce, this objection 
cannot be overcome by any system of marks of origin. Let us 
suppose that the French have a 50 percent. duty on grain from 
outside the European Union, while Britain has a 10 per cent, 
duty on Empire grain. This means that the price of grain 
cannot be more than ro per cent. higher in Britain than in the 
Dominions (subject to transport costs); and that, if the 
maximum intra-European duty is 10 per cent., the price of 
grain cannot be more than Io per cent. higher in France than 
in Britain ; but if France desires a 50 per cent. duty on exter. 
nal grain, that means that she desires to have her price level 
50 per cent. higher than it is in the Dominions. If the method 
of protection is not one of duty, but of quota, levy-cum- 
subsidy, or any such device, the same argument applies. Let 
us suppose that Britain does not want to have protection 
against Dominion produce that is higher in degree than her 

rotection against European produce, and that, let us say, 

rance is absolutely determined to have higher protection 
against British Dominion produce. This discordance could be 
overcome by allowing each member of the Union, in sucha 
case, to have offsetting duties against the other member. 
Thus, if, in the example cited, France had a 50 per cent. 
external duty, France would be allowed to have an offsetting 
duty of 40 per cent. against grain from Britain. 

If pad nation is to have autonomy as regards its outer 
wall, an offsetting arrangement of this sort would be necessary 
in the case of commodities such as grain. It does not appear 
that it would be necessary in the case of processed articles 
such as motor cars. If it so happened that France wished a 
50 per cent. duty against non-European cars, while Britain 
did not desire one higher than 30 per cent., this would not 
necessitate France imposing any duty against British cars. 
The mark of origin here plays its part. In fact, a distinction 
can be drawn between those perfectly staple and standardized 
articles of homogeneous quality throughout the world, and 
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those articles which are given a distinctive impress in the 
process of manufacture. In the latter case “ offsetting ’’ duties 
would not be necessary. There may be certain articles, such 
as semi-finished steel, about the category of which there is 
doubt. This would be a matter for a technical commission to 

lore. 
wa It may be objected that the criss-crossing of Europe by 
offsetting duties would be a sad derogation from the principle 
ofa free trade area. It would certainly not be precisely what one 
takes at first blush to be implied by a free trade area. But it 
is necessary to look a little more deeply, and not be unduly 
discouraged. It has to be asked what Europe would hope 
to gain by becoming a free trade area. What has the United 
States gained by being a free trade area? The point at issue 
here is not the general advantage of free trade; about that 
there need be no argument. The advantage commonly 
adduced for a free trade area has only an indirect connection 
with the general principle of free trade, for it is alleged that 
this advantage arises essentially out of its being a protected free 
trade area. What is claimed 1s that the Americans have been 
assisted in their quest for high efficiency by having a large 
free trade market protected from outside competition by 
substantial tariffs. What is claimed on behalf of Europe is that 
her producers could introduce great economies of production, 
if only they had a protected market open to them of a size no 
less than the United States of Europe itself. They could then 
e 0 forward to plan mass production in imitation of the United 
tates of America. There is, indeed, some doubt as to whether 
it would be wise for European producers to model themselves 
too closely on the American style. The flexibility and vari- 
ability of European production may be an asset which it 
would be foolish of them to sacrifice in the coming decades, 
which, we may fairly hope, will be decades of plenty. The 
advantage in such circumstances is not all on the side of cheap 
standardized products. Indeed, Europe will continue to need 
to sell in substantial quantities in the Western hemisphere, 
and she is more likely to do this if she can offer special quality, 
vatiety, and distinction of design. Mass produced European 
articles will not sell in competition in the United States 
against mass produced American articles. 
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Subject to this qualification, however, it may be well to 
admit that there is some force in the argument that European 
roducers would benefit by a big free trade market in Europe, 
his advantage would be secured by a free trade area of the 
modified type that I have defined. For it is precisely in the 
case of manufactured articles that it would, under my plan, 
be a genuinely free trade area. Offsetting duties would not be 
required in the case of motor cars, wireless sets, etc. Th 
offsetting duties could be confined to staple commodities such 
as grain, where there is no question of the economies of mass 
production being dependent on a big free trade market. Thus 
the substantial advantages of the customs union could bk 
secured. 
In the resolutions of the Hague Conference, there is 2 
paragraph which puts as an “ ultimate objective” “‘a full 


customs union . . . and the application to non-member 
countries of tariffs low enough not to interfere with the norma 
flow or hinder the development of world trade.” This 

graph was put forward by the platform after modification 
in the light of certain amendments that had been proposed at 
an earlier stage. In reply to a specific question, it was stated 


by the Chairman, M. van Zeeland, and confirmed by the 
Vice-Chairman, Lord Layton, that this form of words did 
not exclude the idea of each member applying tariffs of 
different levels to non-members. This interpretation, which 
was quite explicit, is conformable with the idea of a free trade 
area as I have outlined it. It may not seem quite consistent with 
the expression with which the paragraph opens of a “ full 
customs union,’”’ but some allowance may be made for drafting 
discrepancies at a meeting which sat continuously and without 
refreshment until 5.40 a.m. 

The scope of operation of an Economic Council of Europe 
should by no means be confined to the age-old question of 
customs. We must turn our eyes to other economic problems. 
When the transitional phase of inflation is over, what will the 
principal economic problem be? Surely that of depression 
and unemployment. Means have to be found for maintaining 
the economic resources of the world at full work. This 1s 
certainly a problem for the great international agencies that 
have been set up. Nothing should be done to interfere with 
their projects. At the same time it must be confessed that 
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even if all the plans so far developed were in full and active 
operation, the problem of world employment and the prevention 
of depression would not be likely to be completely solved. 
We have only gone part of the way to their solution, even on 
paper. The International Monetary Fund with its flexibilities 
will be useful ; the International Bank may provide for great 
developments impossible without it. None the less, he would 
be a rash man who was confident that these institutions could 
by their unaided efforts on lines at present contemplated save 
the world from slump. Under the International Trade 
Organization the various members are committed to do their 
best by their several domestic policies to sustain the effective 
demand for goods. But what are these policies likely to be ? 
This realm has to some extent been charted in theoretical 
analysis, but has not yet been explored in action. Despite 
pressure from certain quarters, there has been some hesitation 
in the formulation of specific measures in the sphere of domestic 
full employment policy. The nations have been unwilling to 
commit themselves. It has not been altogether clear what 
detailed projects should be written in, to supplement general 
paragraphs. It is possible that the attempt to get down to 
detail through agencies of world-wide scope is over-ambitious. 
Be that as it may, it can do no possible harm for regions of 
smaller ambit, albeit larger than national units, to push ahead 
with this work. After all, the maintenance of high employment 
remains our central problem. Let the European Union see 
what can be done about it. Here is fruitful ground ; here is an 
opportunity for making an early start in planning; we do not 
wish to wait until the eleventh hour to improvize what is 
necessary. Public works are clearly a suitable sub-heading for 
this item of agenda. Not only should nations agree to consult 
with one another on synchronizing the acceleration or slowing 
down of their own public works ; there is also the possibility 
of joint public works on a continental scale. 

Then there is the problem of the budget. This is a vexed 
question for Europe. Would it be too much to ask national 
Governments to sign away the right to have budget deficits 
save as and when allowed by the Economic Council? European 
countries have suffered much from budget deficits. Here 
is a cause to which the enthusiasms of United Europe could 
be most beneficially harnessed. It is a practical matter. 





18 


There can surely be no dispute on principle that it is right 
that the public authorities should balance their accounts, 
Could a nation be deemed to be sacrificing something important 
in its national sovereignty, or derogating from its dignity and 
freedom, in pledging itself not to do what by common agreement 
it is wrong in any case that it should do? Nations would be 
asked that as a general rule they should balance their budgets, 
But this would be combined with the project for having 
unbalanced budgets as and when the Economic Council laid 
down that unbalanced budgets were required by the phase of 
the trade cycle. 

Buffer stocks appear to have passed out of the programme 
of the International Trade Organization. This project was one 
dear to Lord Keynes, and he devoted much work to it in his 
final period. It has apparently proved too difficult. But we 
should not despair. When we come face to face with trade 
depression, it may well appear that the orderly maintenance of 
buffer stocks is the most hopeful remedy. Ideally, these should 
consist not only of primary products, but of standard processed 
articles. Here is an opportunity for the European Union to 
blaze a trail. 

Even after the transition, it may prove difficult for the 
nations of Europe to allow unfettered export of capital overseas. 
Such a prohibition is allowed by the International Monetary 
Fund. None the less, it might be feasible to allow unfettered 
movement within the Union. It might be a great benefit to 
have surplus savings in one part of it made available for needful 
capital investment in another. The machinery required for 
allowing free movement in the Union while preventing externa 
leakages could be appropriately entrusted to an agency of the 
Union, which would work in co-operation with the central 
banks of the member nations and with the Internationa 
Monetary Fund. This question was very briefly discussed at the 
— and suspicions were expressed. There was a tendency 
to fear that the investment of capital by the nationals of A m 


the territory of B might lead to the political dependence of 
B upon A. It was rather a queer note in a meeting where 
European solidarity was deemed to be the leading theme. The 
Union could hardly subsist if such suspicions remained 
important. And, if Europe hopes to draw more on United 
States capital, as it surely may, some intra-Europeaf 
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inter-national capital investment might serve to reduce fears 
of dependence on the American lender. 

Free movements of capital could not be but beneficial. 
Free migration of people is a more doubtful project, both in 
politics and economics. Yet oddly enough, delegates at the 

e were less inclined to be suspicious. Of course, it would 
plainly be an important object for the Union to get the greatest 
possible amount of movement on the part of its members by 
way of visit. Passport formalities should be reduced or 
abolished. Migration is a different matter. Although, in 
general, doubts expressed hardly did justice to the difficulties 
of this proposal, there was a sudden ebullition on the part of 
distinguished Danish delegates, speaking almost in chorus. 
What would happen to the Danish standards of social security ? 
They were in no doubt that the project was quite impractical. 

Putting these things together, we surely have a mighty 
programme of useful tasks to be done by common consultation 
through the agency of an Economic Council both in the near 
and the middle distance future. In essence they should involve 
little invasion of national sovereignties. Nor should they 
encroach upon the sphere of action of the world-wide inter- 
national bodies. We ought to think mainly of inflation now, 
and of anti-slump measures later. This gives much more 
hopeful prospects of useful work than measures designed to 
introduce formal unifications in the sphere of money, customs, 
social security, etc. 

It is to be feared that at the brief Hague meeting attention 
was too much concentrated on these formal unifications. In 
truth, it is quite a mistake to identify enthusiasm for the cause 
of European unity with addiction to formal unification. On the 
contrary, the latter is the enemy of the former. Attempts to 
have the same customs, the same tax system, the same social 
security system, etc., would merely lead to needless difficulties, 
frictions and frustrations. They would take men’s eyes off 
the work that urgently needed doing. They imply a misunder- 
standing of the economic problem. Unifications in themselves 
are of no advantage. What we need is not that various 
nationals of Europe should have identical institutions, but that 
their institutions and arrangements, diverse though these may 
be, should all alike be informed by the common purpose of 
increasing economic strength and avoiding unneighbourly action. 





The most active economic discussion at the Hague wa 
concerned with the question whether the Union should put 
in the forefront of its aims a more equal distribution of incom 
and an enhancement of the position of “* workers.” The issues 
here were probably somewhat confused by the fact that the 
actual present position is rather considerably different in 
different countries. In some, the lag of wage increases behind 
price increases may be causing acute distress, while in others 
this particular problem is well in hand. Politics impinge upon 
economics here. Mr. Churchill made it plain that, in his view 
of the matter, the nations should remain free to fight out their 
own political battles on their own several fronts, achieving the 
solutions that suited themselves, without interference by other 
nations. This idea implies that the movement would not seek 
to impose political or economic uniformity. The less controlled 
economies can subsist side by side with those more controlled. 
The agencies of the Union should confine themselves to matters 
of common concern, and adapt recommended procedures 
to allow for diversity in domestic policies. 

In this matter of Union, it seems that the Utopianism of 
the unifiers is the greatest danger. Their impracticalities 
may block all progress. Enthusiasts for political unity may 


have incomplete comprehension of modern economic problems, 
and by stressing the traditional formulae, such as the Customs 
Union, may do great harm to their cause. Those of us who 
believe that the economic problems of Europe require urgent 
action and that present distresses could be much reduced by 
joint effort, suffer a keen sense of frustration when hearing the 
political enthusiasts urge a common tax system or a single 


Parliament of Europe. 


Christ Church, Oxford. 
May, 1948. 


R. F. Harrop. 
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II—Main Trends in Norway’s Economy 
By Professor Wilhelm Keilhau 


I. 


INCE time immemorial the Norwegian standard of living 
S has been dependent on the sea. The first inhabitants of 

the country lived along the shore, drawing their means of 
subsistence from fishing, sealing, whaling and gathering shell 
fish. As early as in the Neolithic period they must, besides, 
have carried on a sort of cabotage, as archaeological finds prove 
that even in those days gaffs, harpoons, arrows and other 
auxiliary instruments for chase and fights against wild beasts 
were used in islands and coastal habitations not accessible from 
land. This was made possible by that bulwark against the 
storms of the open ocean which thousands of islets, skerries 
and rocks have built up along the Norwegian coast. Protected 
behind them the inshore waters are calm; here even the frail 
craft of the Stone Age were able to make fairly regular passages. 
As early as in the Bronze Age, however, Norwegians built 
ships suitable for longer voyages. They were, as stated by 
Fridtjof Nansen, “‘ the pioneers at sea, who developed an 
improved style of shipbuilding and who, with their compar- 
atively good and seaworthy craft, were soon to traverse all 
the Northern waters and open up a prospect into a new world.” 

From a Norwegian point of view the Viking raids were not 
only naval and military exploits, but also the beginning of a 
foreign trade which later became the basis of Norway’s rich 
mediaeval culture. Moreover, the Vikings founded island 
realms which were later united with the home country as 
“ outlands,”’ and for much of the Middle Ages there existed a 
Norse Commonwealth, consisting of Norway, Iceland, Green- 
land, the Orkneys, the Shetlands, the Hebrides and the Isle of 
Man. All in all, mediaeval Norway was a North Sea Power, 
politically and commercially connected with the British Isles 
and other Western countries. Much the same can be said 
about Denmark. Sweden, on the other hand, was a Baltic and 
Continental Power; her whole mediaeval history is bound up 
with Eastern countries ; she was separated from Norway by 
impenetrable backwoods, pathless mountains and bridgeless 
tivers. Scandinavia in the Middle Ages did not exist. 
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During the later decades of the 13th century, however, the 
economic and political situation in the North radically changed, 
Norway’s naval and military strength was shattered through 
Haakon Haakonson’s unsuccessful attempt to conquer Scotland, 
Norwegian public economy became dependent on loans from 
the Hanseatic cities, which secured trade privileges dangerous 
to the economic independence of the country. The Norwegian 
mercantile marine suffered heavy losses during an unnecessary 
and unprovoked conflict with England, instigated by the 
bureaucratic King Haakon V. When the Royal House became 
extinct in 1319, the dynastic rules of succession led Norway 
into unions with the other Northern countries, first with 
Sweden, later with Denmark. Thereafter, until 1814, Norway 
was a secondary country, forced to accept the foreign policy 
of her more powerful partner. 

For two hundred years after 1319 Norway not only suffered 
from political impotence, but also experienced a severe economic 
decay. In the 1530's, however, signs of economic revival 
became apparent. Two important events brought about 
this recovery: the introduction of water driven sawing- 
machines, the “‘ water-saws,’’ and the decline of Hanseatic 
sea-power. The export trade revived, carried on at first mainly 
by Dutch ships, but gradually becoming a national trade of 
supreme importance. The broken connections with the 
Western countries were re-established, and Western thought 
began to penetrate Norway’s cultural life. At the end of the 
18th century Adam Smith dominated Norwegian economic 
theory and practice, whilst Norwegian political ideas were 
derived from the Declarations of Human Rights. When in 
1814 a Constituent Assembly met at Eidsvold, its work was 
inspired by British liberalism, American ideas of liberation and 
French revolutionary spirit. 

From 1814 to 1940 Norwegian economy experienced an 
epech of uninterrupted progress and expansion. Business 
cycles with their ups and downs only rippled the surface, whilst 
the powerful undercurrent remained unaffected. During those 
126 years Norway was transformed from a backward country 
into a highly specialized and industrialized modern community. 
Her economic history presents us with this whole development 
written in shorthand. 

During all the years up to the outbreak of the First 
World War, shipping had the lead. Its great expansion gained 
momentum as early as in 1825, whilst economic progress in 
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general was somewhat slow until 1842, because the monetary 
system had not yet recovered from the disruptions of the 
Napoleonic wars. To begin with Norwegian shipping served 
mainly the foreign trade of the home country. Later, Norwegian 
vessels won access to Swedish and Baltic trade. From the 
1840's our ships have been cargo-carriers all over the world, 
in the service of any country demanding tonnage. At the 
outbreak of the Second World War Norway was one of the 
four Great Powers on the sea. 

Norwegian imports and exports followed the flag. As 
Norwegian shipping was world-wide, so Norwegian trade also 
became world-wide. Modern Norway is not dependent on any 
single market ; her economic structure forms part of the world 
economy. Consequently, her most important commercial 
connections are those which tie her to the two great Anglo- 
Saxon World Powers: the British Commonwealth and the 
United States. Norway is, therefore, commercially a Western 
country. Her economy points in the same direction as her 
political ideals and cultural feelings. 


II. 

A few figures will illustrate the importance of Norway’s 
mercantile marine at the outbreak of the Second World War. 
According to Lloyd’s Register Norway possessed on the 30th 
June, 1939, a total of 1987 ships (of more than one hundred 
registered tons) with a tonnage amounting to 4,833,813. Only 
Great Britain and the United States exceeded this figure, 
Japan being practically equal to Norway. It should be added 
that Norway also possessed 2,290 smaller craft, of use only 
in home waters. Two-thirds of the fleet consisted of motor- 
ships, more than 3 million registered tons using oil propulsion, 
As a matter of fact, 18 per cent. of the world’s motor tonnage 
belonged to Norway. Our fleet had, therefore, a comparatively 
large capacity for transportation. In particular, it played a 
great part in the oil traffic. The world’s tonnage of tankers in 
June, 1939, amounted to 1,731 ships of 11,436,888 registered 
tons; of this fleet Norway possessed 272 ships of 2,117,381 
tons, or 19 per cent. of the total. Ahead of us were only 
Great Britain with 29 per cent. and the United States with 
24 per cent. 

It is only natural that a country with a mercantile marine 
of such dimensions should carry on a relatively great foreign 
trade. Statistics prove the vital importance of this fact to 
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Norway’s economic structure, most revealing being some figures 
given by the Exchange Committee of August, 1945. For the 
three years preceding the Second World War that Committee 
estimated the average import values per head for various 
countries in the now abandoned monetary unit known as the 
“ Nordic gold krone.”” These figures show 213 gold kroner 
per head for Norway, 203 for Denmark, 199 for the United 
Kingdom, 196 for the Netherlands, 182 for Belgium and 
Luxembourg, 173 for Sweden, 141 for Canada, 80 for France, 
66 for Greater Germany, 42 for the United States, 30 for Italy 
and 3 for the Soviet Union. 

Statistics further prove the wide international distribution 
of Norwegian exports as well as imports. For 1939, the last 
year before the German invasion, the value of our exports to 
European countries amounted to Kr.621 millions. Our 
only great customer was the United Kingdom, taking Kr.195 
millions. Next came Germany with Kr.118 millions and 
Sweden with Kr.68 millions; exports to Denmark did not 
amount to more than Kr.34 millions. Outside Europe our 
most important customer was the United States, taking Kr.84 
millions. On the import side we find the following proportions: 
our greatest suppliers were Germany with Kr.259 millions, the 
United Kingdom Kr.230 millions, the United States Kr.147 
millions, and Sweden with Kr.140 millions; from Denmark 
our imports totalled Kr.50 millions.’ 

In all, the value of imports amounted to Kr.1,366 millions, 
and that of exports to Kr.808 millions, leaving a trade deficit 
of Kr.558 millions. How was this surplus of imports met? 
To a great extent through the net contribution of our shipping. 

The importance of the earnings of our mercantile marine 
was by no means restricted to years like 1939. As far back as 
reliable statistical data exist, that is to say since 1865, we 
know that a great part of our deficit on foreign trade has been 
covered by such earnings—varying from 47 per cent. in the 
period 1919-1928 to as much as 147 per cent. in 1932-1934. 

It would, however, be misleading to appraise the com- 
parative importance of various economic activities only in 
terms of their contributions to the balance of payments. Other 
criteria have also to be considered. In a short survey like this 
it is possible to mention only one: their importance for 
employment. Here, in order to use reliable data we have to go 





1 Additional figures relating to Norway’s foreign trade are given on page 66 in the 
Statistical Section, together with other tables showing recent economic trends—Editor. 
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back to the census of 1930. The working population of the 
country was then given as 963,000 men and 1,050,000 women. 
Out of this grand total 295,000 men and 40,000 women were 
employed in agriculture, 250,000 men and 60,000 women in 
factories, 100,000 men and 6,500 women in shipping and other 
transport, 68,000 men and 41,000 women in commerce, 75,000 
men in fishing, sealing and whaling, 40,000 men and 27,000 
women in liberal professions and public administration ; whilst 
728,000 women did domestic work in the homes. 


ITI. 

Current theories of business cycles are built upon records 
of price movements, regarding periods with rising or high 
ptices as “‘ prosperity,” periods with falling or low prices as 
“depression.” It needs no deeper-going analysis to realize that 
this procedure can only reveal cycles in nominal economy, 
ie., cycles measured by monetary standards. If cycles in real 
economy, i.e., cycles in production and standards of living, 
should be studied, a more complicated analysis would have 
to be used, and the results might be ambiguous and confusing. 
Only too often it would be revealed that in real economy 
periods of expansion and contraction do not correspond to 
periods of prosperity and depression in nominal economy. 

This hidden contradiction is very apt to occur in periods 
of war. Owing to confusion of thought certain authors have 
classified them as phases of prosperity. But rising prices in such 
periods are too often but a camouflage. Behind the high figures 
lurk stagnation in real economy, depreciation, deviations from 
normal developments, disruptions and distress. 

Judged by monetary standards alone, Norway experienced 
a real boom during the First World War. She shovelled in 
foreign exchange, and was transformed from a debtor into a 
creditor nation. But, in fact, she had lost 49 per cent. of the 
mercantile marine she possessed in 1914, her factories had been 
unable to expand or even to carry out necessary repairs, and 
her population had suffered a fall in their standard of living. 
When liberty to import was restored, the spurious character of 
the new wealth became manifest. In less than two years the 
surplus of foreign assets was exhausted, and for more than a 
decade monetary crisis checked economic progress. All 
difficulties were increased by an ill-considered policy of 
deflation. When, finally, in 1928 the gold parity of pre-war 
years was restored, lasting stagnation seemed to loom ahead. 
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But happily, on the 2oth September, 1931, Great Britaip 
gave the signal to abandon the historic gold parity, Norway, 
after a week of official hesitation, following her example, 
A new period of expansion in production and trade began 
shortly afterwards. For the greater part of the 1930’s economic 
conditions were relatively good, and at the outbreak of the 
Second World War the standard of living had reached it 
highest peak. 


IV. 

The Germans invaded Norway on the gth of April, 1940, 
An unprepared people with an unmobilized Army resisted for 
sixty days. Then, our soldiers having fired their last round of 
ammunition, and the foreign expeditionary forces beginning to 
withdraw, our Army had to lay down its arms, whilst King and 
Government, accompanied by the remnants of our Navy, a 
number of ardent young pilots and a few faithful followers 
embarked for England. The Germans occupied the whole of 
metropolitan Norwegian territory. But London was made 
the capital of a free Norway beyond the sea, and the combat 
continued. Free Norway remained belligerent, occupied 
Norway became a centre of underground resistance. 

From that moment Norway acquired a double economy: 
one controlled by the Germans, one under leadership of her 
own King and Government. 

The Germans made occupied Norway part of their 
Lebensraum, and her economy was directed solely with the 
purpose of serving German interests. She had to buy the 
greater part of her imported commodities at high prices from 
Germany, to whom she had to sell the bulk of her exports on 
far less favourable terms. 

Apart from islands in the Arctic and Antarctic, belligerent 
Norway did not possess any territory of her own. But she 
commanded a “ floating Empire.” When she was invaded, 
806 Norwegian ships were sailing the Seven Seas. The traitor 
Quisling sent a wireless message to the captains, directing 
them to go immediately to German or neutral harbours. Not 
one of the 806 captains complied with this request. All the 
ships—241 of them being tankers—were, on the 22nd of April, 
1940 (together with nearly 100 whale-catchers), requisitioned 
by the Norwegian Government, and throughout the War 
4,011,787 registered tons of Norwegian shipping were used 
for the common benefit of the Allied and Associated Nations. 
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The Norwegian tanker fleet was of particular importance. In 
1941-43 it carried from 30 to 50 per cent. of all the oil used 
in Great Britain. In all, Norwegian ships during the War 
transported about 75 million tons of oil products and 70 million 
tons of dry cargo. 

The Norwegian Government created a special institution 
for the management of this mercantile marine with offices in 
London as well as in New York. Officially it bore the name 
“The Norwegian Shipping and Trade Mission” but collo- 
quially was known by its telegraphic address “* Nortraship.” 
Its income enabled the Norwegian Government to pay all the 
war expenses of free Norway without having recourse to 
economic contributions or loans from her mighty allies. 

Nortraship was not the only official Norwegian institution 
in the British Empire and the United States outside our 
governmental departments and embassies. The Bank of 
Norway, which had succeeded in saving its gold stock as well 
as all its foreign assets, established headquarters in London 
and was allowed by the British authorities to carry on business 
in Norwegian service under allegiance to the King of Norway, 
but simultaneously registered under the Companies’ Act of 
1929. Free Norway had also her Defence Staff, her Navy of 
62 warships, her Air Force, her small Army, courts martial, 
military schools and training camps, press, church, elementary 
schools, maritime courts, public savings bank, cultural institute, 
medical staff, hospitals and hotels. 

As most expenses of this free Norway had to be paid in 
English currency, the Norwegian Government—being 
empowered by our National Assembly to act on its behalf— 
passed and published its budgets in sterling. 


V. 

It is doubtful to which phase in his scheme a typical 
theorist of nominal business cycles would place the war years 
in occupied and free Norway. From the angle of real economy 
there cannot be any doubt at all : the years 1940-1945 represent 
the first serious decline since 1814. This deplorable, although 
most natural fact, is the result of damage to, and loss of, 
property, the direct cost of German occupation and the man- 
years lost to the national economy by deportation of labour to 
Germany and forced labour under German orders on national 
territory, together with the loss of life and health by the civil 
and military victims of war. To this list should be added the 
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lasting damage done to our economic policy through th 
senseless inflation of our currency. 

Under the head of material damage we find two major 
items. First, the almost complete devastation of Finmark, 
the most Northerly province of our country, which was made 
the victim of a scorched earth policy by the Germans during 
their retreat in 1944 and 1945. Secondly, the loss of ships through 
enemy action. 427 ships belonging to Nortraship with 2 
total of 1,939,858 registered tons were sunk, of which 112 ships 
of 864,320 registered tons were tankers. Further, the fleet 
which had remained in our home waters sustained a loss of 
180 ships of 325,600 registered tons. 

The Norwegian Reparations Committee calculated the 
grand total of Norway’s war losses at Kr.21,291 millions, 
Deflated to 1938 values this loss amounted to Kr.15,295 
millions, corresponding to 3,740 million dollars. Having 
myself acted as Vice-Chairman of this Committee, I can 
certify that the amount is not exaggerated, and that it comprizes 
only such losses as were abundantly proved. 


VI. 
When King and Government returned from London after 


the liberation the watchword was “ Reconstruction.” But 
only a few politicians had devized definite plans for constructive 
work, and much valuable time was lost because of two changes 
of Government, the last of them the result of a General Election. 
No Party had commanded an absolute majority in the old 
National Assembly—the Storting as we call it—and so immedi- 
ately after the liberation a Coalition Government had been 
formed. But in the new Storting the Labour Party obtained 
more than half the seats, although it had no majority in the 
electorate. Consequently, a Government exclusively Labour 
was now formed. Its economic policy has, naturally, been 
deeply influenced by party ideas and is widely contested. But 
all agree that the Government as well as leaders of the Labour 
Party have done much to secure uninterrupted work in industry. 
For this contribution to national welfare they deserve high 
praise. 


VII. 
The first problem to be dealt with was the inflation of the 
currency. This had a unique origin. In the early days of the 
occupation the Germans used their own paper money to cover 
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military expenses in Norway. Mr. Rygg, the Governor of the 
remaining branch of the Bank of Norway, resented this practice 
on national grounds, and protested against it. The occupation 
authorities then promised to withdraw German money on 
condition that the Bank of Norway opened an account for them. 
To this Mr. Rygg agreed, and an account was opened called 
“Wehrmachtkonto.” As it had come into existence through 
direct negotiations between the Germans and the Bank, no 
Norwegian State authority was responsible for it. Nevertheless, 
Mr. Rygg persuaded one of the Norwegian puppet Govern- 
ments to issue a guarantee for the whole account. The easy 
opportunity to raise Norwegian means of payment was to a 
great extent misused by the Germans. When the War ended 
they had drawn Kr.11,341 millions on the account, and the 
final “‘ debt ’’ of the Germans amounted to Kr.g9,004 millions. 

This misuse of the Wehrmachtkonto had disastrous effects 
on the currency. On the 8th April, 1940, the day before the 
German invasion, the note circulation was Kr.592 millions, 
while deposits on current account with the Bank of Norway 
amounted to Kr.113 millions. On the 7th May, 1945, the 
day of the liberation, the corresponding figures were Kr.3,039 
millions and Kr.5,292 millions. 

Norwegian monetary policy has not succeeded in restricting 
this actual and potential monetary inflation. At the end of 
April, 1948, the note circulation amounted to Kr.1,963 millions, 
and deposits on current account with the Bank of Norway 
to Kr.5,658 millions. 

German control of Norway’s war economy and the 
monetary inflation had grave effects on the banks. Their 
normal activities constantly decreased during the occupation 
while deposits piled up; only the issue of treasury bills to 
great amounts saved their earning capacity. After the libera- 
tion, the banks had to renew their normal assistance to industry 
and trade but, at the same time, they had to avoid too rapid 
and unstable an expansion of credit. In my view, their leaders 
have, until now, proved equal to the situation, facing their 
difficulties with foresight and wisdom. 


VIII. 

The second great problem that faced the Norwegian 
Authorities after the liberation was the question of exchange 
tates. Before the War the pound had a value in Norwegian 
currency of Kr.20; our monetary unit was thus just equivalent 
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to the British shilling, colloquially being called the “ shilling. 
krone.” During the War the Bank of Norway in Londo 
quoted the pound at a nominal rate of Kr.17-50, being the 
unchanged quotation of April 8th, 1940. Everyone was aware 
that this rate represented an over-valuation of the krone. But 
how far should the pound be allowed to rise ? 

Among Norwegians in London the question had been 
keenly discussed before the liberation. An expert committee 
held divided views, the majority proposing a return to the pre- 
war rate, whilst a strong minority urgently demanded a new 
pound parity of Kr.24. In August, 1945, Mr. Gunnar Jahn, 
who was then Minister of Finance, appointed a new committee, 
Here economists of all schools were members, together with 
leaders of production and trade. This committee unanimously 
proposed a parity of Kr.24, the main reasons given for this 
choice being drawn from internal economic conditions. But, 
in addition, two references to international conditions were put 
forward. First, that the proposed devaluation would bring 
Norway into line with Belgium and the Netherlands ; even at 
this early stage the beneficial effects of their devaluations had 
become manifest. Secondly, the view was expressed that the 
choice of an over-valued krone might endanger future co-opera- 
tion with the International Monetary Fund, as it was the idea 
of the Bretton Woods Convention that member countries 
should choose such initial parities as they could presumably 
maintain. Mr. Gunnar Jahn was in doubt for a long time, 
but at last decided in favour of the old rate. The Government 
dared not disregard the advice of the Minister of Finance, 
and the pre-war parity was re-established. The Government 
resolved to stabilize prices and wages at a level corresponding 
to this parity, a policy which has been maintained until this 
day. But in order to keep rises in prices and wages sufficiently 
in check so that the pound quotation of Kr.20 could be main- 
tained, the State has been forced to provide large subsidies 
to keep down the cost of living, the result being that even 
modest incomes are now over-taxed. Should this policy be 
intensified, we shall approach a day when taxation will quench 
all initiative and kill all joy of life. 


IX. 
As a result of the huge note circulation, the enormous 
amount of deposits on current account with the central bank, 
and the high parity of the krone, the monetary situation is, at 
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bottom, completely artificial. It would, therefore, be dangerous 
to drop the price control ; were this done, a wild price inflation 
might well ensue. All parties have, therefore, agreed to a 
continuation of controlled prices. 

But a price control may be upheld in various ways. The 
provisional act of July, 1947, concerning economic controls, 
concentrates a power in the hands of the Director of Prices 
which makes him a sort of dictator in most matters regarding 
production and trade. In all probability the Storting has, in 
some of the Articles of this Act, delegated to the Director of 
Prices powers which our National Assembly, according to 
Article 75 of the Norwegian Constitution, has the duty to 
exercise itself in the interest of the people. In particular, it is 
doubtful whether it is constitutional for the Director to have 
been empowered to raise special taxes for the purpose of 
maintaining price subsidies and “‘ equalizing” profits. This 
contested Act was pushed forward by the present Price Director, 
Mr. Thagaard, and is, therefore, known by the name of 
“Lex Thagaard.”’ 


X. 
Turning from nominal to real economy, the central 
question before us concerns reconstruction : has it progressed 


satisfactorily? The answer can be neither wholly in the 
affirmative nor wholly in the negative. 

In Finmark recovery has been inspired and propelled 
exclusively by the State. Some results have been achieved 
but the population itself is not satisfied ; a number of bureau- 
cratic errors have apparently been made, while allegations of 
open corruption are current, and these have not been con- 
vincingly refuted. All other internal reconstruction work seems 
to have been hampered and delayed by an embarrassing lack 
of raw materials. 

The rebuilding of our mercantile marine, on the other 
hand, is far advanced, although this reconstruction also suffered 
serious delay owing to time lost through negotiations between 
shipowners and the State as to remuneration to be paid for 
requisitioned ships. At the end of 1947 the actual tonnage of 
ships of more than 100 registered tons was 3,936,000. The 
National Budget for 1948 gives the assurance that the pre-war 
level will be reached before the end of 1949. It should be 
stressed that the best and quickest reconstruction results have 
been reached in this field, and it is notable that it is the only 
one in which private initiative was given a free hand. 





Xi. 

At the end of the First World War Norway had great 
assets in foreign exchange, a situation which repeated itself at 
the end of the last War. In ail, these reserves amounted to 
the equivalent of more than Kr.2,400 millions. People 
accustomed to think in monetary terms only, accordingly 
regarded Norway of 1945 as being wealthy. Indeed, during 
the War Norway was often described as a country belonging 
to “ les nouveaux riches.” When such statements were made 
to me at Bretton Woods, I invariably gave one and the same 
answer: “‘ Our new wealth consists of sunken ships at the 
bottom of the Atlantic.” Statistics prove how near this was 
to the truth. Out of the foreign exchange reserves, £70 millions 
represented insurance sums paid by the British War Risks 
Insurance Office. It was, therefore, obvious in advance that, 
when these insurance sums were put to their proper use, the 
reserves would sooner or later be depleted, the more so because 
large sums were drawn from them in order to finance the 
first imports, which gave the Norwegian people an urgently 
needed addition to their frugal meals and worn out clothes. 

Nevertheless, something of a panic occurred when it was 
made known in October, 1947, that dollars had become scarce 
in Norway also, and that the existing exchange restrictions, 
already strict and partly unreasonable, would have to be made 
still more drastic. It was, however, quite natural that the 
public received a shock, as the Ministry of Finance on the 
previous 15th August had given an assurance that the exchange 
reserves would last until the end of 1948. How the Ministry 
could have made such an astounding blunder has not yet 
been explained. The false optimism of the Ministry of Finance 
last autumn had, moreover, other disastrous effects, as the 
Government, basing their arguments on the same unreliable 
figures, grossly underestimated our requirements under the 
Marshall Plan. Norway has, consequently, been allocated 
for the first year a sum which 1s utterly inadequate. Although 
some adjustments have been made in the Tost few weeks, 
Norway’s exchange situation will, therefore, during the rest 
of 1948 probably go from bad to worse. 


XII. 
The fact that Norway does not stand to benefit sufficiently 
from the Marshall Plan has not in the least affected the 
popularity which the plan enjoys practically everywhere m 
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the country. It is commonly realized by our people that 
it initiates a new and most civilized form of political warfare : 
that of persuading and convincing through efficient economic 
assistance. Thus it appears as a peace effort to avert the 
looming danger of a Third World War. 

Our people have for several centuries been as peace-loving 
as they were warlike in the early Viking days. In the years 
preceding the Second World War this love of peace made 
Norwegians blind; most people simply refused to see the 
approaching danger. Notsoin 1948. The Communist coup in 
Czechoslovakia was a warning sounded by the sirens of fate, 
and it was heard by the whole Norwegian people. To-day 
Norway is preparing for every eventuality. The Storting has 
granted an allowance of Kr.100 millions for immediate pre- 
paredness, and quick action followed the decision. Everywhere 
people say: “* No repetition of the gth of April!” 

This feeling is the basis for a growing popular demand 
that Norway should join the Western Union, and I can only 
hope that decisive steps may have been taken in that direction 
before this article reaches its readers. 

If this should happen it would mean new adaptations for 
our economy, but adaptations to conditions which promise a 
brighter and richer future. 


Oslo, 
May, 1948. 


WILHELM KEILHAU. 
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The Budget, Overseas Borrowing and 
Domestic Investment 


By W. Manning Dacey 


IR STAFFORD CRIPPS has told us that his first budget 
S is designed—apart from stimulating incentive—to counter 

inflationary pressures with the aid of a budget surplus, 
This is clearly a momentous departure in our financial history. 
In the past we were accustomed to look to the restriction of 
credit and its inevitable accompaniment of high interest rates 
as the primary safeguard against inflation. During the War 
we relied mainly on direct restraints over expenditure, such 
as rationing and price controls; and to the extent that these 
measures were effective the volume of purchasing power in 
existence lost its traditional significance, since an increase in 
the volume of money would not automatically lead to any 
increase in spending but merely cause a decline in interest rates. 
Now it seems to have been realized that in a peace-time 
economy crude physical controls are not enough, against a 
background of inflationary finance. The emphasis has there- 
fore shifted back once again to financial controls, in the form, 
however, not of the old-fashioned credit policy but of fiscal 
policy. For the first time in this country the instrument of 
taxation is being consciously used, not as a means simply of 
financing Government expenditure, but primarily of stimulating 
output while draining off the excess of monetary demand which 
is the legacy of war finance. 


I 
WHAT Is A SURPLUS? 

Clearly, therefore, a firm grasp of the relationship between 
Government finance and inflation is essential to any real under- 
standing of our present economic situation. While in essence 
this is simple enough, the issue tends, unfortunately, to be 
obscured by traditional habits of thought which find their 
reflection in the antiquated form of the Government accounts. 
We must realize at the outset that the surplus or deficit whichis 
significant from the standpoint of the monetary situation 1s 
something quite different from the conventional budget surplus 
or deficit which represents the difference between the 
“ ordinary’ revenue and expenditure of the central Govern- 
ment. For one thing, both these concepts may be arbitrarily 
defined, and indeed we all know that Mr. Dalton quite artificially 





35 


inflated his apparent surplus by bringing into ordinary revenue 
important non-recurring items, such as the proceeds of sale of 
surplus stores, while excluding from ordinary expenditure large 
non-recurring capital payments, such as E.P.T. refunds and 
war damage payments. Ordinary expenditure, which appears 
“ above the line” in the conventional Government accounts, 
represents, in fact, only part of the Government's total 
expenditures ; capital payments which figure “* below the line ”’ 
do not enter into the computation of the surplus or deficit as 
traditionally defined, and Mr. Dalton drew his line between the 
two on a basis which can find no justification in logic. Sir 
Stafford has helped to put matters in rather better perspective 
with his enterprizing alternative classification of the 1947 
figures, but even this, as Mr. R. C. Tress has shown in the 
latest London and Cambridge Economic Service Bulletin, is 
far from satisfactory. On either the conventional or the 
revized classification the truth about the outcome for the past 
financial year is that any surplus above the line, wherever that 
may be drawn, was more than offset by net capital payments 
below the line, so as to give a deficit of £14 millions on the 
total operations of the Government. 

When that is said we have still made only the first step 
towards a definition of surplus or deficit that has any validity 
from the monetary viewpoint. At least three further qualifica- 
tions are needed : 

(1) Some expenditures do not give rise to any immediate 
demand for goods and services ; that is, they do not give rise 
to any creation of domestic income and, therefore, add nothing 
to the inflationary pressure. One example is our subscription 
to Bretton Woods. Another is to be found in the so-called 
“transfers to private capital accounts,” such as war damage 
payments and E.P.T. refunds. As such, these are mere paper 
transactions making no demands on current saving—the 
Government creates debt to make the payments and the holders 
receive the securities, without anybody’s income being either 
increased or reduced in the process. This does not mean that 
such payments have no inflationary effect. Even in a controlled 
economy, some proportion of the proceeds may well go to 
increase expenditure on capital formation, if not consumption ; 
but to the extent that this occurs it will already be reflected 
in the figures of income and expenditure, so that the whole 
of such payments can be excluded when computing the 
Government deficit which requires finance from current 
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saving. Similarly, some items of Government revenu, 
not being withdrawn from private income, do not tend t 
reduce private spending and are therefore of no direct assistance 
in combating inflation. That was true, for example, of Mr, 
Dalton’s “‘ drawbacks.”’ During the War, national debt wa 
created to build up balances in the hands of paymasters and 
others. In 1947-8, this money was “ claimed back,” bro 
into current revenue and used to extinguish a corresponding 
amount of internal debt, an operation which clearly does not 
reduce private expenditure in any way. In the same way Sir 
Stafford Cripps’ special levy on the recipients of investment 
income, which must for the most part be paid out of capita, 
will not help to abate inflationary pressure; indeed, by 
encouraging spending at the expense of saving the levy may 
very well aggravate the inflationary tendencies. 

(2) It must be realized that the Government's totd 
receipts are not necessarily confined to its tax revenues. They 
include, for example, any profits of Government trading 
activities. That is, and judging by the experience of 
nationalized industries as yet, seems likely to remain, a com- 
paratively small item. The really important qualification is 
that if the Government is borrowing abroad (which means if 
there is a deficit on our external balances of payments), then 
the Government must be credited with the equivalent of the 
import surplus. Probably the simplest way to visualize the 
process is to say that by external borrowing the Government 
secures command of goods which it re-sells to the domestic 
public ; and the money paid for these imported goods by the 
domestic public serves to finance Government expenditure or 
redeem internal debt in precisely the same way as any other 
Government revenue, such as indirect taxation. To the public, 
undoubtedly, it matters a lot whether they are simply paying 
money over to the Government in taxes or receiving food 
other goods in exchange, but the effect on the internal monetary 
situation is identical. What happens when the Government 
sells goods secured by borrowing abroad, and when it causes 
to be sold for 3s. 6d. a packet of cigarettes that has cost only 
a few pence to make, is exactly alike in this respect : that the 
sale price of the borrowed goods and the tax contained in the 
market price of the cigarettes do not generate domestic income.’ 


1 The monetary effect is the same if the imported goods are not in fact sold to the 
public but used by the Government itself, since this means that the corresponding Govern- 
ment expenditure does not generate domestic income, just as the corresponding private 
expenditure on consumption or capital formation does not generate income when the 
goods are sold to the public. 
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An import surplus, therefore, while it may be a symptom 
of inflation, is in itself a deflationary influence. The external 
deficit may be caused or aggravated by internal inflation ; it 
may be impossible to eliminate the deficit until the inflation 
has been cured; but so long as it persists the import surplus 
itself is helping to combat the inflation just as effectively as an 
equal amount of taxation. In other words, the state of the 
balance of payments is a major factor in the internal monetary 
situation. Last year, indeed, it was probably the dominant 
influence ; for, as will be shown, the surplus in the transactions 
of the public sector during 1947 was derived entirely from over- 
seas borrowing and not bens any surplus in the Government 
departments proper. 

(3) From the monetary viewpoint, finally, it is useless to 
confine ourselves to a study of the accounts of the central 
Government alone. It is the public sector as a whole which 
concerns us; and this includes, in addition to the central 
Government, the local authorities and the national insurance 
funds, which in 1947 had a combined surplus on current 
account of nearly £100 millions. 

To decide whether the financial operations of the public 
sector are adding to inflation or helping to combat it, therefore, 
we have to know whether the income-creating expenditures of the 
public sector as a whole exceed or fall short of the sums with- 
drawn from private income to cover these expenditures. 
Indeed, one of the objects of this article will be to show that 
this is probably the only useful criterion of a genuine surplus or 
deficit; for if any narrower definition is taken we shall be 
discussing only part of the monetary situation and not the whole. 
If income-creating expenditures exceed the total receipts of the 
public sector, leaving a balance that has to be financed out of 
private saving, then the financial operations of the public sector 
will be contributing to inflation. The deficit will be creating 
additional income that can only be neutralized by an increase in 
private saving (i.e. a reduction in private expenditure). To 
finance the deficit, moreover, will require a creation of national 
debt, which means an addition to the liquid assets in the hands 
of the public; and the possession of these liquid assets 
(whether actual cash or potential cash in the form of market- 
able securities) will tend to reduce the volume of saving in 
subsequent periods. If, on the other hand, the total receipts 
of the public sector exceed its income-creating expenditures, 
the position will be reversed. Payment of the taxes giving 
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rise to the surplus will tend to reduce private expenditure, an 
the surplus itself will extinguish a corresponding amount of 
national debt, whether long or short term. It is only when this 
is taking place that we can speak of a true surplus. 

Naturally, this does not imply either that public expendi- 
ture is the sole source of inflationary pressure or, on the other 
hand, that if the public sector is running a surplus as defined 
above the monetary situation will necessarily be healthy. On 
the contrary, if the proceeds of external borrowing are taken 
into account, the public sector already had a substantial surplus 
in 1947, yet—as will be seen, for example, from the table on 
page 52—that year saw a sharp spurt in the tempo of inflation. 
What it does mean is that if the income-creating expenditure 
of the public sector falls below its genuine receipts, then private 
expenditure, whether on capital expenditure or consumption, 
can increase by that amount—but not more—without intensi- 
fying the inflationary pressure. In particular, private capital 
formation can be allowed to exceed private saving by the amount 
of any public surplus, whereas if there is a public deficit then 
private capital formation must fall short of private saving by 
that amount if inflation is to be held in check. For some 
readers it may help to clarify these general concepts if, before 
analyzing the actual position in 1947, we review briefly the 
relationship between the main elements of national income 
and outlay under various conditions; others may prefer to 
omit this section. 


II 
OUTLAY AND INCOME 

Let us start from the proposition that in any period a 
certain volume of expenditure will be taking place, which we 
can divide into three main streams : public expenditure, capital 
formation and expenditure on consumption. For our purposes 
it will be convenient to define public expenditure as the current 
expenditure of public authorities, whether this is expenditure 
on goods and services (e.g. defence) or transfer expenditure, 
such as the payment of interest on the national debt or pensions 
and other social services. Capital formation thus includes the 
capital expenditure of public authorities (e.g. housing), as wel 
as private capital formation, such as expenditure on factories, 
plant and equipment, or the rebuilding of working stocks and 
materials. 

All expenditures on goods and services can be measured 
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either at market price or at what is called ‘ factor cost.” This 
latter represents the total sum received by the factors of pro- 
duction engaged in providing the goods or services concerned : 
it is therefore equal to the market price of the commodity less 
any indirect taxes or plus any subsidies contained in that price.’ 
In other words, any expenditure measured at factor cost must 
by definition generate an equal amount of income; and if we 
add together expenditure on consumption at factor cost plus 
expenditure on capital formation at factor cost plus public 
expenditure on goods and services at factor cost plus the 
transfer expenditures by public authorities, then we have 
accounted for all the income-creating expenditures taking 
place at any moment. These streams of expenditure, in fact, 
taken together make up the aggregate Outlay and are by definition 
equal to aggregate Income.” 

Let us now add the further proposition that Income can be 
disposed of only in three ways : it can be spent on consumption, 
be paid over to the Government in taxation (direct or indirect), 
or, finally, it can be left unspent, which means saved. Now, 
there is a natural tendency to suppose that in general public 
expenditure is financed by taxation and domestic capital 
formation by domestic saving. In reality, that is a special case 
which occurs only if both of two conditions are satisfied : 


_ (2) If the budget is balanced in the sense indicated above, 
ie. if the income-creating expenditures of the public sector are 
exactly covered by its tax receipts, and 


_ (2) If the external balance of payments is in equilibrium, 
ie. if exports, visible and invisible, exactly equal imports, 
visible and invisible. 


This is the situation assumed in Diagram 1 overleaf, which 
shows a hypothetical economy with an aggregate Outlay and, 
therefore, total private Income of £4,000 millions. It will be 
seen that consumption, at £2,000 millions, is common to both 
sides of the account; and since we have assumed that the 


br For example, if tax represents 2s. 10d. of the price of a 3s. 6d. packet of cigarettes, 
the factor cost " of the cigarettes is 8d. On the other hand, if a pound of butter is sold 
at ls. 6d. after allowing for subsidies of 1s. then the factor cost of the butter is 2s. 6d. 


_* For our purpose, it is convenient to define Income as the total of all private incomes. 

means that we must exclude from both sides of the account any Government trading 

profits (Item 42 of Table 12, Cmd. 7371) and the equivalent Government expenditure 
financed by such profits. 
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budget is balanced (i.e. that public expenditure equals 
taxation), it follows that : 


PRIVATE SAVING = DOMESTIC CAPITAL FORMATION 


In Diagram 2 we continue to assume that the external 
balance of payments is in equilibrium (i.e. that exports exactly 
equal imports) but we examine the position if there is a public 
deficit. Let us suppose that a deficit of £400 millions arises 
from an increase in public expenditure to £1,600 millions, 
tax receipts remaining unchanged at £1,200 millions. If total 
Outlay is to remain unchanged at £4,000 millions, it follows 
that the two other main streams of expenditure, capital forma- 
tion and consumption, must show a combined decrease of 
{400 millions.‘ In the diagram we have assumed that the 
whole of this reduction falls upon capital formation, which 
declines from £800 millions to £400 millions. Since total 
income, taxation and expenditure on consumption are all 
unchanged, it follows that the unspent portion of income— 
saving—is also unchanged at £800 millions. It will be seen, 
however, that whereas in the previous example the whole of 
this saving was available to finance capital formation, £400 
millions of it is now required to finance the public deficit. In 


other words, we now have the equation : 


PRIVATE SAVING = DOMESTIC CAPITAL FORMATION 
+ PUBLIC DEFICIT 


Diagram 3 shows the converse position to that in the 
previous diagram, with the external balance of payments still 
in equilibrium but with a public surplus of £400 millions 
produced by a decline in public expenditure, taxation remain- 
ing unchanged. If aggregate Income is to remain at £4,000 
millions, then the decrease in public expenditure must be 
exactly offset by an increase in capital formation and con- 
sumption expenditure taken together. In the diagram, we 
have assumed that consumption remains unchanged and that 
the decline in public expenditure is offset by an equal increase 


* If the increase in public expenditure is not in fact offset by a decline in expenditure 
on consumption and /or capital formation, then incomes will, of course, expand by a multiple 
of the budget deficit. The multiplier will depend on the proportion of any additional 
money income which, on the average, the community will spend. For example, if on the 
average three-quarters of any such additional income is spent (which is the same thing as 
saying that on the average one-quarter of the increment will be saved) then, other things 
equal, the multiplier will be four and a public deficit of £100 millions will generate an 
increase of £400 millions of income. 
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in expenditure on capital formation. In this situation, 4 
will be seen: 
PRIVATE SAVING + PUBLIC SURPLUS 
= DOMESTIC CAPITAL FORMATION 

The effect of a public surplus, in other words, is that domestic 
capital formation can exceed private saving by the amount of 
the public surplus, without this excess of investment over 
saving having any inflationary consequences. To put the same 
thing in another way, we can say that the capital formation js 
“ financed "’ partly by private saving and partly by the saving 
of the public authorities. Since the money constituting the 
surplus which flows into the Exchequer is used for the redemp. 
tion of national debt, whether long or short term, it may not at 
first sight be apparent how the public surplus does in fact 
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finance private capital formation. The principle will be 
clearer if we instance three out of the many possible channels 
through which this may take place : ; 
(1) The surplus may be used to pay off Treasury deposit 
receipts or other Government securities held by the banks, 
permitting the advances of the banks to private industry to 
expand by an equivalent amount without any increase if 
deposits and, therefore, without any increase in the purchasing 
power of the public ; 
(2) The surplus may be used to buy up long-term gilt- 
edged securities hitherto held by companies, which in tum 
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spend the proceeds of the sales of their securities on capital 
formation. Since the money spent by the companies has been 
withdrawn from the pockets of the public in the form of 
taxation, this is merely a transference of purchasing power from 
one section of the public to another without any net inflationary 
effect ; 

(3) The surplus may be used to buy up long-term 
securities formerly held by the public at large, which can 
use the proceeds to subscribe to new issues of industrial 
capital. 

It should not, of course, be assumed that the supply of 
saving available to finance capital formation can be increased 
without limit by the simple expedient of running a large budget 
surplus. On the contrary, there is a probability that as taxation 
rises sO private saving will decline; in other words, the 
additional taxation will be met, wholly or partly, not by a 
reduction in expenditure on consumption but by a decrease in 
private saving. There is thus an obvious danger of a vicious 
spiral: because private saving is inadequate to finance the 
volume of capital formation which is needed for recovery, it 
has to be supplemented by a budget surplus; but the heavy 
taxation needed to produce this surplus will further depress 
private saving, and soit goeson. For this reason, the remissions 
of direct taxation included in Sir Stafford Cripps’ budget 
should be welcomed not only as a measure of social justice to a 
particularly hard hit section of the community but also as the 
first step towards avoiding this vicious spiral in which private 
saving might eventually be extinguished altogether. 

We are now in a position to deal with the complication of 
an external deficit, though we shall try to reduce the complica- 
tions as far as possible by various simplifying assumptions 
which do not affect the principles involved. Let us suppose, 
then, that we start from exactly the same position as in 
Diagram 1, which we assume to represent a position of full 
employment. We will further suppose that the Government 
secures an overseas loan and employs it in a manner which has 
frequently been seen in the past : it uses the loan to buy £500 
millions of imported food, which in turn is used to feed a body 
of workpeople employed on building a road. (The food, of 
course, symbolizes consumer goods of all kinds and the road 
stands for capital formation of all kinds, whether undertaken 
by public authorities or private industry.) The whole trans- 
action could in principle take place through barter—an 
exchange of labour against payment of wages in kind—but 
we have to deal with a monetary economy. This means that 
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the workpeople building the road receive £500 millions of 
money wages while, on the other hand, the Governmen 
obtains £500 millions by selling the imported foodstuffs tp 
the general public. 

Now let us see what has been happening to the economy 
as a whole. It will be remembered that we assumed a state of 
full employment as the starting point. This means that the 
additional workpeople required in the capital formation 
sector have to be attracted from the other sectors of the 
economy, and we will suppose that they are in fact withdraw 
entirely from the home consumption goods industries. Op 
the outlay side of the diagram, therefore, the rise of £50 
millions in domestic capital formation is exactly offset by 
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decline of £500 millions in the income of the home consumption 
goods industries, to £1,500 millions, leaving total income- 
generating expenditure unchanged at £4,000 millions. Tota 
Income, therefore, will also be unchanged ; nor will it 
disposal be affected, for the public will still be spending 
£2,000 millions on consumption, of which, however, only 
£1,500 millions now generates income in the home consump- 
tion goods industries, while £500 millions represents the 
money paid to the Government for the goods comprizing the 
import surplus. 
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It will be realized that it is only on our special assumption 
(of an import surplus consisting entirely of consumer goods) 
that consumption expenditure will exceed expenditure on home- 
produced consumer goods by the full amount of the overseas 
borrowing. In practice, of course, the goods borrowed from 
abroad may also include capital goods or be used in the Govern- 
ment sector. For purposes of national income accounting it 
is therefore more convenient to show overseas borrowing as a 
deduction from domestic expenditure, instead of an addition 
to domestic income ; but when one is concentrating attention 
on monetary flows the concept of a “ negative expenditure ”’ 
clearly has no meaning. 

The basic principle, in any event, as will be seen from 
Diagram 4, is that in this situation : 


PRIVATE SAVING + OVERSEAS BORROWING 
= DOMESTIC CAPITAL FORMATION 


From the monetary point of view, the effect of the overseas 
borrowing has been to prevent consumer goods prices from 
rising in spite of a contraction of £500 millions in the output 
of the home consumption goods industries, since this con- 
traction is exactly offset by the import surplus. If expenditure 
as a whole should rise above £4,000 millions, then an infla- 
tionary situation will result, but an import surplus will still 
act as a brake on inflation and prevent prices from rising as 
much as they otherwise would have done. 

The two remaining diagrams overleaf simply introduce the 
further complication of a public deficit or surplus combined 
with an adverse balance of payments. In the former case : 


PRIVATE SAVING + OVERSEAS BORROWING 
= DOMESTIC CAPITAL FORMATION + DEFICIT 


If, on the other hand, there is a public surplus, then : 


PRIVATE SAVING + OVERSEAS BORROWING + SURPLUS 
= DOMESTIC CAPITAL FORMATION 


III 
Tue AcTuAL STATE OF OUR FINANCES 


So much for general principles. The next stage is to 
clothe these abstractions with the actual figures for 1947, and a 
sorry spectacle they are. The detailed composition of the 
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various items is set out in Table A overleaf, which may be 
summarized as follows : 





£m. £m, 

Public Expenditure «+ 3,256 Taxation .. es o~ 206 
Domestic Capital Formation 1,169 Private Saving 

Consumption os .. 6,161 Overseas Borrowing - : 

Consumers’ Spending .. 6,16; 

Total Outlay .. -- 10,586 Total “Income” .. 10,58 

-—-- -—_ 





It will be seen that the consumption item is common to both 
sides of the table, and we can also eliminate from both sides 
taxation and the public expenditure which it finances. This 
leaves us with the following equation, which, it will be seen, 
conforms to the pattern of Diagram 5: 


£m. £m. 
Public Deficit -_ es 211* PrivateSaving.. «75 
Domestic Capital Formation 1,169 Overseas Borrowing o «= OUR 
1,380 1,380 


The situation which this depicts is surely a lamentable one. 
It will be seen that as much as £675 millions of last year’s 
capital formation was not financed by our own savings at all 
but by overseas borrowing. After meeting yet another public 
deficit, indeed, this country’s own savings in 1947 were 
sufficient to finance a net addition to our national wealth of les 
than £500 millions. And even this, unfortunately, depicts the 

sition in far too rosy a light. Even in official publications 
it has been admitted that the Inland Revenue depreciation 
allowances, based on original cost, are quite inadequate to 
provide for the replacement of capital in a period of rising 
prices. ‘“‘ The annual wear and tear of capital,’”’ says the 
Economic Survey for 1948, “ requires at current costs of 
construction some £900 millions of investment to make it 
good.” Since depreciation allowances as shown by the White 
Paper amount only to £775 millions, it follows that net invest- 
ment on a true reckoning cannot have exceeded £269 millions 
and may well have been even lower, since even the Economic 





* This exceeds the figure of £1355 millions sometimes 5s ques by the amount of £76 
millions of indirect taxes which, falling on capital formation, are in effect paid out of the 
£705 millions of private saving. 
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Survey estimate of depreciation is far from generous.' Prices 
of capital goods having at least doubled since before the War, 
this means that at 1938 prices our net investment last year— 
including public capital formation as well as industrial 
re-equipment—was at the most £135 millions, compared with 
actual net investment in 1938 of £227 millions. In other 
words, the net result so far of all our planning, of priorities, 
targets and “ putting first things first,” has been that after a 
devastating war with vast destruction of capital we were saving, 
in real terms, possibly half as much as in 1938. 

To say this should not be construed as a condemnation of 
the policy enunciated in the White Paper on capital formation. 
To be sure, the modernization of our industrial equipment is not 
merely desirable but in the long run our only hope of salvation. 
Capital formation at the expense of our last-ditch gold reserve, 
on the other hand, is merely a short cut to national bankruptcy. 
Since there can be no doubt that over-ambitious capital 
programmes, especially on housing, were aggravating the 
strain on our exchange reserves, the pruning of such expenditure 
was clearly the lesser evil. That does not make it any less an 
evil; nor does acceptance of the need to curtail expenditure as 


a whole imply any agreement that the particular expenditures 
eliminated were precisely those which ought to have been 
stopped in the national interest. Even within the capital sector, 
it is arguable that the axe fell too heavily on industrial 
re-equipment and all too lightly on certain branches of public 
capital formation ; and it may further be argued that certain 


1 This calculation is not affected by the fact that our current deficit was not in fact 
£675 millions but at least £100 millions lower, since any deduction from the figure of over- 
seas borrowing requires a corresponding deduction from domestic investment. This can be 
shown most clearly by the following Table summarizing the Economic Survey figures and 
those implied in the National Income White Paper : 

Economic National Income 
Survey. White Paper. 
£m. £m. 
Domestic Capital Formation (net) 7 1,169 1,069 
Less ; Overseas disinvestment .. oe 675 575 


Net Capital Formation .. oe ee 494 494 


_— — 


In effect, the National Income White Paper admits that overseas borrowing was only made 
to agree with the figure of £675 millions put out in the Balance of Payments White Paper by 
counting as domestic investment £100 millions or more that should properly have 
been included in overseas investment, such as “net increases in the value of exports already 
shipped for which cash has not yet been paid and net additions to the overseas capital 
equipment of British oil companies.” The total loss of exchange reserves during 1947 was 
£1,023 millions. If the external deficit was in fact only £575 millions, or less, this means 
that the loss of reserves due to capital transactions was £448 millions, or more, and 
not £348 millions as shown by the Balance of Payments White Paper. 
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items of public current expenditure or of inessential private 
consumption could be dispensed with at far smaller ultimate 
cost to the general welfare. It is possible, in other words, to 





TABLE A. 
INCOME AND OUTLAY IN 1947 


OUTLAY “ INCOME ” 
im £m. £m. 
Pustic ExpENDITURE*— TAXATION— 
Current expenditure on goods and Direct: Personal .. 
services, at market price .. 2,168 Other 
Less: Indirect taxes .. - — 53 


Current expenditure on goods and Indirect : On consumption, net of 
services, at factor cost ee 2,115 subsidies os ae o6 
Plus: National debt interest. . 544 
Other transfer pay- Savinc (including additions to, or net 
ments os eo 684 of drafts on, tax reserves)— 
Personal .. oe ° 
3,343 Undistributed profits 
Less: Government trading 

profits ee ee es 


CaprraL FoRMATION— 
Domestic capital formation, gross, 
at market price ee ee 2,020 
Less; Indirect taxes .. -—- 7 


—- 8 OVERSEAS BORROWING ee es 
ae ConsumMERS’ SPENDING, at factor cost 


Domestic capital formation, gross, 
at factor cost es oe 1,944 
Less: Depreciation allowances — 775 a 308 
CoNsuMPTION, at factor cost .. 6,161 
Torat OvurLay oe 10,586 Tora. “ Income” 10,586 





* Excluding transfers to private capital accounts (war damage payments and E.P.T. refunds) which as such 
ate a mere paper transaction making no demands on Current saving—see page 35. 


TABLE B. 
SAVING & INVESTMENT 1946-48 








. | fm | sm 
Public Deficit wa “ ou 211 | * 
Domestic Capital Formation ee 1,169 | 1,000 


| 1,380 | 1,000 








| 
} 


Public Surplus... - it * 400 
Private Saving oe a ° 767 705 | 350 — 62 
Overseas Borrowing oe . 380 | 675 250 +295 —425 


| 1,147 | 1,380 | 1,000 | +233 | —169 














* Deficit in 1946 and 1947 replaced by surplus in 1948, To the extent of £76 millions 
change-over is exaggerated by the exclusion of indirect taxes falling on capital formation, 
—see footnote to table on page 46. 
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curb inflation without jeopardizing our industrial future, just 
as it should have been possible to finance reconstruction with- 
out undermining the defences of the pound sterling. 
Fortunately, it is reasonable to suppose that the mis- 
direction of our national resources this year will be nothing like 
so great as in 1947. That could hardly be otherwise, since we 
enter the Marshall period with our external reserves already 
at danger point. Nevertheless, Sir Stafford Cripps clearly 
deserves full credit for resisting the temptation to dissipate his 
prospective surplus in ill-judged tax remissions, for recouping 
through higher indirect taxation the greater part of his 
income-tax concessions and thus tending doubly to stimulate 
incentive while safeguarding the monetary situation. The 
budgetary problem was, of course, complicated by the prospec 
tive decline in the external deficit from last year’s appalli 
level, with a consequent widening of the inflationary gap to be 
bridged. From the trade figures of the first four months it is 
already clear that the import surplus will not in fact be reduced 
to anything like the hopeful official estimate of £250 millions, 
At the same time, it seems probable that on the other side 
of the account domestic capital formation will also exceed 
the official estimate by an ample in, so that the official 
figures probably indicate well enough the relationship between 
the two items and they have been retained in the accompanying 
tables. These show that if the other estimates are realized the 
prospective widening of the inflationary gap will be more 
than countered by the change-over from a sizeable public 
deficit to a surplus of some £400 millions. In consequence, 
no more than £350 millions of private saving will be needed; 
and since undistributed profits alone should provide well over 
£250 millions, this means that less than £100 millions need 
come from net personal saving. Considerably greater gross 
personal saving will, of course, be needed to take care of 
withdrawals and encashments, to cover death duties and in 
due course the “ special contribution.” 
On these figures, in fact, there need be no further active 
inflation during the current year, while the pressure of excess 
demand should be reduced by the cancellation, through the 
budget surplus, of £400 millions of cash or realizable securities 
at present in the hands of the public. Indeed, there are already 
signs, in the form of accumulating stocks of some commodities 
and a very slight rise in unemployment, of the approach towards 
monetary equilibrium. Nothing, of course, could be more 
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welcome, since it is certain that only the return to a healthy 
monetary situation will bring that increase in productivity which 
is indispensable if we are to maintain our competitive position 
in the world’s markets and hence our national standard of 
living. Certainly, there need be no fear that the anti-inflationary 
forces will get out of hand and overshoot the mark to produce 
mass unemployment and depression. 

Even if the Cripps budget is sufficient to restore moneta 
equilibrium, which is by no means certain, this equilibrium wi 
have been achieved only by forcible restraints on private 
expenditure, both on consumption and capital formation, and 
by the maintenance of the burden of taxation at levels that 
must certainly prove insupportable in the long run. It would 
be fatal if the first tentative signs of returning monetary 
health should give rise to hysterical fears of slump and collapse. 
Let it be remembered that some slight decline in the national 
money income is needed to produce that indispensable 
minimum of elasticity without which our economy cannot 
hope to function efficiently. And if that should threaten an 
increase in unemployment to disquieting levels, this could 
readily be countered overnight by such expedients as relaxing 
the present restraints on capital expenditure or speeding up the 
repayment of post-war credits. One would like to believe that 
the need for such policies will arise. In any event, true 
monetary equilibrium, which means a healthy monetary 
situation in an economy freed from artificial controls over 
spending, will not be in sight until public expenditure has been 
drastically pruned and the tax burden correspondingly 
alleviated. 

W. Manninc Dacey. 


May, 1948. 





Statistical Notes 


‘THE PROGRESS OF INFLATION.—That the tempo of inflation increased sharply 
during 1947 will be apparent from the table below, which indicates one method of 
measuring the inflationary factor in consumer expenditure. Allowing for the change 
from year to year in the physical supply of consumer goods, the table (Col. 2) shows 
what consumer expenditure would have been if prices had remained unchanged at 
the level of the previous year; if actual consumer expenditure showed a smaller 
decline or a larger increase than that indicated, the excess—less any increase in 
indirect taxes—is described as the “‘ inflation factor ” (Col. 6) in that year’s expendi- 
ture. It will be seen that after a sharp burst of inflation in 1940, when the War effort 
was expanding much more rapidly than tax revenue, inflation gradually tapered off 
and (thanks, of course, largely to the physical controls) we were almost in equilibrium 
in 1945. The first post-war year saw a certain weakening of the position and in 
1947 there was a very sharp deterioration, with an inflation factor almost as large 
as that of 1940. As was pointed out when this method was first used in our issue of 
July, 1946, the figures do not mean that the price rise could have been halted if only 
taxation and savings had been stepped up by the amount of the inflation factor, since 
the rise in prices has been produced very largely by the wages spiral. 


| CHANGE IN SUPPLY 
| o Consummn Goons Actual Less 
Change in Excessof Increase in | “ Inflation 
At Prices Consumer (3) over (2), Indirect | Factor” 
£ Millions| At1938 of Previous | Expenditure Taxation 
| Prices Year 


| 
| 
' 
| 
| 
' 


(2) (3) (5) (6) 


+ 2 +127 
—398 +248 
—207 +201 
— 29 +305 
— 8l + 8 
+146 +256 
+322 +452 
+568 +743 
+207 +682 475 





Sources : "National Income White Papers. 


INCOME AFTER DiRECT TAXATION.—By 1947 the combined total of wages, 
salaries and the pay and allowances of the Armed Forces had increased by 78 per cent. 
since 1938, after deduction of direct taxes, as contrasted with a rise of only 57 per 
cent. in income derived from rent, interest and profits. It will be seen that the 
growth in the latter has been most marked since the end of the War; as a result, 
the relative share taken by rent, interest and profits has recovered from 26 per cent. 
in 1944 to 33 per cent. last year, though this is still below the pre-war figure of 
35 per cent. 


DISTRIBUTION OF MANPOWER.—In spite of an increase in the total labour force 
of 3 millions between June, 1939, and June, 1945, mobilization in the Armed Forces 
and an increase of over half a million in the numbers in the public service resulted 
in a contraction over the period of more than 2 millions in the numbers available for 
industry. During the eighteen months to December, 1946, on the other hand, 
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the decline in the labour force and a still further increase in the demands of the 
public service were considerably more than offset by releases from the Forces. 
Re-deployment of manpower continued during 1947 but, of a net increase in the 
industrial labour force of nearly 600,000, only 17 per cent. went into the under- 
manned industries, whilst consumers’ services and distribution took 30 per cent. 
The net increase in the numbers available for industry during 1948 is expected 
to be slight ; the increase of 166,000 planned for coal, agriculture and textiles is to 
be met from a contraction in the labour force in other industries. 


The figure on page 57 shows that, while the working population in the U.S.A. 
is almost three times as great as in the U.K., a smaller proportion of the total is 
employed in manufacturing industry than in this country. In contrast, trade, 
finance and service absorbed relatively more in the U.S.A. An interesting feature 
is that, in December last year, there were only 104,000 more miners in the American 
industry than in the British, although U.S. coal output was nearly treble our own. 


NATIONAL HEALTH INsURANCE.—In view of the inauguration, on July 5th, of the 
National Health Service, it is of interest that, at the end of 1946, slightly more than 
half of the population was covered by National Health Insurance, i.e. over 25 million 
people were already covered or nearly 5 million more than the working population. 
The sharp rise in receipts, shown in the second chart, between 1941 and 1942 was 
due to the limit of income for compulsory insurance being raised in January, 1942, 
from £250 to £420 per annum, while, at the same time, rates of benefit were also 
increased. 

EXTERNAL TRADE.—The first chart on page 59 shows the recent trend in the 
value of some leading exports, as a percentage of the monthly target rates for end- 
1948, which assume that during the year export prices will rise by 5 per cent. From 
the second chart it will be seen that in the first quarter of this year our imports from 
hard currency countries were lower than the 1947 quarterly average, whilst exports 
showed a welcome increase. 


IRON AND STEEL.—In the first quarter of 1948 production of pig-iron was at an 
annual rate of over 9 million tons and output of steel, which in April reached 147 per 
cent. of the pre-war weekly average, was running at an annual rate of 14-9 million 
tons—well above the revized target for the year of 14-5 million tons. Increased 
supplies of home scrap have been partly responsible for this record level of produc- 
tion. Even so, visible stocks have declined, due, in part, to a shortfall in imports of 
scrap. From the chart on page 60 it will be seen that the wholesale price of iron and 
steel has risen by just over two-thirds since 1938, as compared with an increase of 
139 per cent. for coal. 


SUPPLIES OF Foopsturrs.—Supplies of bacon and ham last year were only 
56 per cent. of the 1938 level, whilst the supply of butter was less than half the pre- 
war average. Home production of wheat, on the other hand, was slightly above the 
pre-war level, though less than half the peak reached in 1943, 


Deposits AND Note CircuLaTION.—The chart on page 63 compares recent 
movements in the Lloyds Bank seasonally adjusted index of bank deposits with a 
similar estimate of movements in the note circulation. On this basis it will be 
seen that, as compared with 1938, the note circulation had more than trebled by 
the end of 1946 whilst deposits had expanded by not quite two and a half times. 
In the twelve months to March, 1948, however, the index of note circulation shows 
an uninterrupted fall from 309 per cent. to 277 per cent., largely due, it has been 
Suggested, to dishoarding on fears of a calling in of the present note issue. The 
deposits index, on the other hand, was comparatively stable until September, since 
when A has risen by about 6} per cent., partly as a result of the Argentine railway 
Operation. 
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MERCHANT SHIPBUILDING.—At the end of March, shipyards in this country 
were responsible for over half of the world total of tonnage under constructi 
compared with 37 per cent. in June, 1938, The enormous increase in shipbuilding 
in the U.S.A. during the War is brought out by the second chart—in 1943 over 
80 per cent. of the total tonnage was launched in America, since when there has 
been a striking decline. On the other hand, the tonnage of vessels launched in the 
U.K. rose from 34 per cent. of the total in 1938 to 57 per cent. last year. 


Security YreEtps.—In contrast with 1946, the general trend of security yields 
last year was upwards, the peak being reached with the August convertibility crisis, 
Since then yields have, on balance, declined slightly. 


Norway.—The tables on page 66 reflect some of the economic developments 
discussed by Professor Keilhau in his article in this issue. Last year the adverse 
trade balance was over double that for 1946 and almost five times the figure for 1938, 
Accompanying this deterioration has been an increased dependence on American 
imports and a virtual disappearance of Germany from Norwegian foreign trade. In 
contrast, it is estimated that in February last industrial production was 32 per cent. 
above the pre-war level. 


Publications Received 


THE INDUSTRIAL FUTURE OF GREAT BRITAIN. 
(Europa Publications Ltd. Price 15/-.) 

Any estimate of the prospects for our economic future must be based on a review 
of past performance and an appraisal of current possibilities ; and at a time when 
speculation ranges from restrained hope to gloomy foreboding authoritative opinion 
is more than ever necessary. This reprint of a series of lectures delivered by 
recognized experts in their particular fields during the winter of 1947-48 under the 
joint auspices of the University of London and the Institute of Bankers is, therefore, 
to be welcomed. Following a summing up of “ The Industrial Past ” by Professor 
T. S. Ashton and an analysis of the impact of the War on our economy, detailed 
attention is given to the present outlook for industry, agriculture, transport, finance 
and, a recurrent theme, to the export drive and all that it implies. 

One of the most penetrating contributions is that by Mr. S. R. Dennison on 
“ New Industrial Development and Export.” Mr. Dennison is critical of much of 
recent policy ; this has been in some aspects, he argues, concerned too much with 
a search for stability and security at a time when what is imperatively needed is 
flexibility, scope for enterprise and conditions in which new industries can prosper. 
On the other hand it will be generally agreed that unless iron and steel, one of our 
oldest industries, maintains a high output progress will be severely retarded ; in his 
paper on “ Iron and Steel,”” Mr. Shone gives an encouraging account of the progress 
so far made under the plan to expand the capacity of the industry to 16 million 
tons by 1952. Included also is a chapter on “‘ Fuel and Power” by Mr. E. Stanley 
Tucker that was not delivered as a lecture in the original course. 


J.R.W. 
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CHANGES| IN aenennann ntti OF MANPOWER 


4 Economic 
| a 1939, | June, 1945, | Dec., 1946, wand 
Thousands to Estima 
on, "1945 Dec, "1946 Dec., 1947 'Dec., 1947. to 
Dec., 1948 





} 
Change in Working Population | + 1,899 . = 323 
Change in Unemployed -» | —1,127 | + WF 





Net Change in Labour Force i + 3,026 
Change in Armed Forces we + 4,610 
Change in Public Service | + 565 





Change in Numbers Avail- 
able for Industry ° | 





CHANGES IN MAIN UNDER- | 
MANNED INDUSTRIES— 


Coal 

Other Mining. . 
Agriculture and Fishing 
Textiles and Clothing 


MANUFACTURES AND CONSTRUC- 
TION— 


Building Materials 

Metals and Engineering 
Food, Drink and Tobacco . 
Chemicals 

Other Manufacturing 


Building and Civil a 
ing .. 


UTILITIES— 
Public Utilities 
Transport and Shipping 
SERVICE— 
Consumers Services .. 


Distribution .. 








Change in Industrial Work- | 
ing Population .. ° — 2,149 + 1,732 + 597 


Sources: Economic Surveys for 1947 and 1948. 
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DISTRIBUTION OF WORKING POPULATION: 
U.K. & U.S.A. COMPARED 
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US.A U.K.: 20,423,000 
a : ARMED FORCES USA. 57, 753, OOO 
UNEMPLOYED, 














peo AGRICULTURE 
GOVERNMENT : 





MANUFACTURING 











TRADE 

FINANCE 
. } 

SERVICE 


\ 





“4-CON STRUCTION 


TRANSPORT & UTILITIES 
NOTE: Figures include self employed but exclude unpaid family and domestic servants 
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THE NEW EXPORT TARGETS 





Value of some leading exports as percentage 
of end-/948 target values - 
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OVERSEAS TRADE BY REGIONS 
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IRON & STEEL: RECENT TRENDS 
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IRON & STEEL: RECENT TRENDS 
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| BANK DEPOSITS & NOTE CIRCULATION 
-——— Recent Trends Compared 
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NORWAY: ECONOMIC TRENDS 
FOREIGN TRADE 









































| Volume: 1938 =10 
Millions of kroner Imports Exports Trade Balance 
Imports Exports 
1938 1,193 787 — 406 100 100 
1939 1,366 808 — 558 lll 108 
1945 1,206 326 — 880 46 lg 
1946 2,197 1,201 — 996 78 61 
1947 3,817 1,814 —_ 2,003 118 $1 
PERCENTAGE DISTRIBUTION 
IMPORTS | a =h3hGl (itll 
1938 1946 1947 1938 1946 1947 
U.K. 16-2 19-4 19-3 24-7 10-4 14-5 
Germany ee 18-4 5-6 1-9 15-4 5-3 2-7 
Other European 37-0 36-3 38-0 39-9 57-5 58-8 
U.S.A. 10-0 21-8 24-8 7-7 5-3 49 
Other American 9-4 13-2 11-0 3:8 | 8-9 8-6 
Rest of World 9-0 3-7 5-0 8-5 12-6 10-5 
100-0 100-0 100-0 100-0 100-0 } 100-0 
Millions of ESTIMATED CURRENT BALANCE OF PAYMENTS 
1939 1946 1947° 
Balance of merchendics trade e — 558 — 996 — 2,003 
Interest and dividends (net) aa ‘ ‘ — 57 - 37 - §$ 
Receipts from whaling fleet (met) .. ee ee 24 : ) 596 
Receipts from shipping om a. ee os 482 450 ) 
Other invisible items . ° ee e 89 45 x» 
Balance on current account ee ee — 20 — 534 -14n 
* Provisional. 
FINANCE 
Norces Bank j 
Millions of kron: oint Stock 
- of Foreign Exchange Gold Note Bank Deposits 
dings Holdingst e 
End of 
1938 188 207 477 975 
939 86 207 575 949 
1945 95 356 1,474 3,447 
1946 641° 406 1,933 3,185 
1947 375 333 2,088 3,821 
1948 449 (March) 303 (March) 1,970 (March) 4,261 (Feb) 





* In December, 1946, a and foreign exchange held by the State on behalf of the Bank during the Wa 


again entered into 


the account 
t Including gold held pr ns 
PRICES AND PRODUCTION 


Indices 1958 = 100 





Cost of Living. Wholesale Prices. Industrial Production. 
December each year December each year Yearly Average 

1936 99-4 97-6 100°0 
1939 106-8 116-3 106-6 
1940 130-5 146-8 94-6 
1941 143-7 170-0 94-6 
1942 148-8 174-5 83-0 
19435 151-4 175-5 81-3 
1944 152-7 177-5 76-1 
1945 156-3 166-0 68-9 
1946 161-3 172-6 100-4 
1947 157-5 177-9 115-0 
1948 159-6 (March) 180-4 (March) 132-0 (Feb.) 





Sources: Norges Bank Bulletin, Norwegian Joint Stock Banks Financial Review. 














